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Balance Sheet Limitations 


Perhaps the frankest public statement of the attitude of a Board 
of Directors towards a balance-sheet ever made was the speech 
in London in December, 1935, by Mr. Arthur Chamberlain, Chair- 
man of Tube Investments Ltd., who said that that company did 
not bring into the balance sheet the whole of the profits, but that 
it brought in “only just so much as we require to pay the divi- 
dends we recommend and to place to general reserve, or add to 
the carry forward, so much as we consider will make a pretty 
balance sheet.” As a “concession to exactitude,” however, he said 
that the increase or decrease in disclosed profits of the company 
could be regarded as a pointer, having no actual relation to the 
| real figure, but indicating, in effect, the upward or downward 
trend of actual profits. 

The remarks at that time evoked a mixed response. Some 
press commentators found them “stimulating,” others heartily dis- 
approved of them, describing them in such terms as “shocking 
frankness,” whilst The Accountant expressed the view that 
“accountancy is reduced to a farce, and our profession runs the 
tisk of being brought into public ridicule if accounts which have 
been solemnly audited and presented are, in effect, said by the 
person ultimately responsible for them to be entirely devoid of 
meaning.” 

In his speech, as Chairman, at the Annual General Meeting 
of Roneo Ltd., in October, 1936, Mr. Chamberlain reverted to 
the subject, and in further explanation of his comments, disavowed 
any intention to attack auditors. His purpose was rather to 
arraign shareholders for neglect of their duty of criticism. His 
comments on this occasion were valuable, at least as a clear and 
umistakable exposition of the limitations of published accounts 
and of the need for fuller recognition of those limitations by 
company shareholders. For this reason, and because it is desir- 
able that popular misconceptions as to the true functions of 
awditors and the extent to which balance-sheets should be regarded 
a statements of ascertainable fact should be removed, we quote 
Mr. Chamberlain’s comments in full :-— 

“Last year—in another place—I had occasion to make some 
remarks about balance sheets. In some quarters they were re- 
ttived as being an attack on auditors, and the way they carried 
out their duties. As a matter of fact it was not an attack on audi- 
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tors: it was an attack on shareholders, and it did not require great 
intelligence to read it as such. My critics accused me of holding 
up auditors and their work to ridicule. I stated a few facts 
that anybody with any knowledge knows to be facts, which showed 
how impossible it was for an auditor under the existing Com. 
panies Act—or, for that matter, under any Act that is ever likely 
to be passed—to tell shareholders everything, or to enable them 
to look after their own interests properly, without the constant 
use of their own eyes, ears and intelligence, and I will carry the 
point a little farther, using this company as an illustration. 

“Tf any shareholder thinks that our profit of £59,000 is arrived 
at by the simple use of the addition table he must be lamentably 
ignorant of how accounts are made up. Our profits are not the 
sum of certain easily ascertainable and mathematically exact 
figures. Nearly every item in the balance sheet is composed of 
a large number of smaller items, many of which cannot be a 
matter of exact ascertainment. Even what we owe may be the 
subject of dispute, and if we admit that of creditors what shall 
we say of debtors? The exact amount of money recoverable from 
debtors spread all over a world choked with quotas, blocked 
accounts, and currency regulations—some of them in liquidation, 
some battling against adversity—offers a very wide margin for 
individual but honest appraisement. Who shall say that any 
figure is the correct amount of what will ultimately be realised? 

“And if there are thousands of debtors there are many more 
thousands of items of stock, all of which have to be individually 
valued. How much more difficult is it to say that the resulting 
aggregate figure is an exact value of the stock? The valuation 
of stock is a particular responsibility of the company’s officials, 
yet I have never heard of an auditor who did not consider it his 
duty to painstakingly review the stock lists and made a great 
number of notes to discuss with the management in order to be 
sure that a reasonable value had been taken. 

“But I have said enough to show you that an auditor—how- 
ever able and however conscientious—is no more able than the 
staff or anyone else to fix a definite value, from which there can 
be no escape, on every item, and I would undertake to present 
figures for this company—which no man on earth, and certainly 
no auditor, could say were wrong—and which would show our 
profits to-day to be at least £25,000 more than you see them, 
and I would equally undertake to put forward figures equally 
unchallengeable, showing them to be £14,000 less. 

“It is entirely a question of the view taken of an enormous num- 
ber of probabilities and possibilities, and all you can, honestly say 
is that the one extreme would be very optimistic and the other 
very pessimistic. No man could say that they did not truthfully 
set out ‘a true and correct view of the state of the company’s 
affairs according to the best of our information, the explanations 
given to us, and as shown by the books of the company.’ 
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“A company may go downhill for a long while and a long way, 
into the Bankruptcy Court in fact, before the auditors could be 
justified in drawing shareholders’ attention to the fact, nor is it 
their duty to do so. Their duty—and very well they do it—is to 
protect the shareholders from the publication of fraudulent or in- 
correct figures, and to see that the company’s affairs are correctly 
st forth, but not to point out how the company is doing and the 
lessons to be drawn from the figures—that is the shareholders’ 
job, and they should always be on the look-out to detect a back- 
ward tendency, and not wait until the receiver is appointed before 
taking action. ‘A stitch in time saves nine.’ 

“Now, if a company can be virtually bankrupt before an auditor 
an say a word, what a glaring hint it is to shareholders when 
they have in some way to qualify their certificate, and yet how 
often even then do the ordinary shareholders sit still and say 
nothing! That companies fail is not the fault of auditors; 
auditors are like beer—all auditors are good, but some are better 
than others—something you could hardly say of any other class 
or profession. 

“I do not think auditors have been born to excel or that their 
taining has put them on a higher pedestal than we ordinary 
mortals; I rather think it is that their work lies more in the field 
of checking and criticising than of constructing and inventing. 

“Discharging auditors then from all blame, we come next to 
directors, and—I regret to say it—to shareholders, and here we 
fnd, oh! what a difference! There are hundreds, if not thou- 
sands of bad directors, and if there are thousands of bad directors 
there are tens of thousands of bad shareholders—foolish, credulous, 
short-sighted, ignorant, and easy-going shareholders, most of 
whom if they had their deserts, ought to go to prison for the 
neglect of their duties As long as you shareholders neglect your 
futies, so long will bad management flourish.” 

The effect of Mr. Chamberlain’s later utterance is to “pass the 
buck” from auditors to shareholders. What is most urgently 
needed, however, as it appears to us, is that each party should 
do his part, with full recognition on both sides of the limitations 
to which the other is subject, and that directors should also recog- 
tise the legitimacy of the claim by shareholders that accounts 
presented to them shall be as informative as is consistent with the 
tue interests of the company. Shareholders are entitled to rely 
won auditors for a conscientious exercise of their duty to report 
whether the accounts are properly drawn up to show a true and 
correct view of the state of the company’s affairs according to the 
st of their information, and the explanation given to them and 
’s shown by the books of the company; auditors are entitled to 
‘xpect that such a report shall not be blindly accepted as a certifi- 
ation of matters which, by their very nature, are incapable of 
txact ascertainment, let alone certification, and that due considera- 
ton shall be given to any qualifications which the auditors find it 
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necessary to incorporate in their report; both shareholders and 
auditors are entitled to rely upon directors so to present accounts 
as to reflect an honestly formed opinion as to the true position 
and results. 

The Accountant pertinently comments :—“When cases like that 
of Tube Investments can occur, is it not reasonable to suppose 
that shareholders may be tempted to give up the business of intelli- 
gent criticism as a bad job? Criticism is an art which cannot be 
exercised in the absence of suitable material, and if the aim of 
balance sheet drafting is only to produce something ‘pretty,’ what 
more can the poor shareholder do beyond, perhaps, refusing to 
spend his time and energy in admiring the prettiness displayed 
before him?” 


The Form of Public Accounts 


It is interesting to notice, as one more example of the growing 
interest in Government accounts and of dissatisfaction with the 
customary form of the public accounts, that, at the Conference of 
the Associated Chambers of Commerce of Australia, held in Perth 
in March last, the following resolution was carried :— 

“That this Conference reiterates its opinion that the form in 
which the national accounts are at present compiled is complicated 
and unintelligible to the general public. It suggests, therefore, 
that a special committee of public accountants and representatives 
of trade and commerce should be appointed to examine and report 
upon the existing system, and to make recommendations for ‘ts 
simplification and improvement.” 

The appointment of a committee such as that proposed by the 
Conference would be welcomed by the accountancy profession, 
which would be ready and anxious to assist in any way possible. 
The committee would have a tremendous and difficult job, since 
the ramifications of public business are great and the variations 
in types of activity of the different departments, boards, commis- 
sions and other governmental agencies are almost infinite. Com- 
plex problems of accounting and principles of public finance would 
be involved in the inquiry, and many of these problems could not 
be settled offhand or without an extensive knowledge of public 
finance procedure. For that reason, we think it would be found 
desirable, if not absolutely essential, that the committee should 
include Treasury officials, so that all interested parties would be 
adequately represented. 





Accountancy Research 
By almost every mail, overseas accountancy journals are bring- 
ing further evidence of the interest now being taken by accoumt- 
ancy institutes abroad in research into accountancy prob!ems. 
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One of the most striking of recent examples oi this tendency 
is provided by the Bulletin of the National Association of Cost 
Accountants for March 15, 1937, which is devoted to a report on 
a recent questionnaire investigation carried out by the Research 
and Service Department of the Association into the question of 
practices in stock valuation methods. The questionnaire covered 
seven groups of questions relating to methods of charging pur- 
chases to raw materials account, including handling charges in 
raw material valuations, perpetual inventories and their check, 
charging raw materials to production costs, valuation of raw 
material for balance sheet purposes, and the use of inventory re- 
serves. Over 200 replies were received to the questionnaire, of 
which 197 are included in the Report, which thus constitutes a 
most interesting analysis of current practice in a field which is 
far from being standardized. 

The New Zealand Society of Accountants is another body which 
has been active in promoting research. The Society was the 
pioneer amongst Australasian institutes of a Thesis Competition, 
an example which has been followed by the Commonwealth Insti- 
tute of Accountants. In the March issue of The Accountants’ 
Journal, the official organ of the Society, the result of the second 
Thesis Competition is given, and it is announced that the Council 
is to consider the selection of a subject for the next thesis. The 
subject of the second competition was “Local Authorities’ Finance 
and Accounts,” and the joint winners were Mr. C. L. Bishop, 
Town Clerk of the Eastbourne Borough, Wellington, and Mr. 
Arthur Leese, Town Clerk, of One Tree Hill Borough, Auckland. 
Their treatise is said to be of outstanding merit, and it is intended 
that it shall be published. 

The President of the Society, Mr. C. H. Wynyard, said in his 
address at the Annual Meeting—also reported in the March issue 
of The Accountants’ Journal—that he counted the promotion of 
research work among its members as one of the most important 
duties of the Council. He was “hopeful that greatly improved 
facilities will be provided for those members engaged in the re- 
search field, remembering always that every original contribution 
furnishes further knowledge to our members to enable them to 
give greater service.” 

In pursuit of the Council’s aim it is hoped to establish a Special 

Research or Central Library where works and publications of 
an advanced nature will be available for members, the branch lib- 
faries continuing to function, but housing only general standard 
books of reference. Inquiries are also being made with a view 
to the establishment of post-graduate courses. 
_ There could be no better augury for the future of accountancy 
inall parts of the world than this growing interest in research, and 
00 better encouragement to the Australian institutes to continue 
the efforts they have commenced in that direction. 
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N.S.W. Legal Practitioners (Amendment) Act, 
1935 


The New South Wales Divisional Council of the Commonwealth 
Institute of Accountants is in receipt of a letter from the Incor. 
porated Law Institute of New South Wales, drawing attention tp 
Part VI, Section 40 C (1) (2) of the Legal Practitioners (Amend. 
ment) Act, 1935, which is quoted hereunder: 

40 C (1) Any person not being a barrister, or a person qualified to ac 
as a solicitor, who for or in expectation of any fee, gain o 
reward, either directly or indirectly draws, fills up, or prepares 
any will or other testamentary instrument or any instrument 
creating or regulating rights between parties, or relating tp 
real or personal property, or any legal proceeding, shall bk 
guilty of an offence, and shall be liable on summary conviction 
to a penalty not exceeding fifty pounds for each such offence. 

40 C (2) This section shall not extend to— 

(a) any public officer drawing or preparing instruments in the 
course of his duty; or 

(b) any person employed merely to engross any such instru- 
ment or proceeding; or 

(c) any land agent in respect of any instrument which he i 
entitled to draw, fill up, or prepare and charge for, under 
the Land Agents Act, 1927; or ; 

(d) any conveyancer in respect of any instrument which he is 
authorised to draw, fill up, or prepare, by law or }y 
virtue of the certificate granted to him under section nine 
teen of this Act. 


The letter refers to the preparation or registration of any reso- 
lution designed to effect any change in the constitution of a com 
pany, such as would be necessitated in the change over of any com- 
pany from a public to a proprietary one, or the preparation of any 
such documents as Memoranda and Articles of Association in the 
process of formation of a company. 


Shopkeepers and Window Goods 


Several correspondents have shown continued interest in the 
discussion on the question whether an exhibition of goods ina 
window is an offer for sale by the shopkeeper, or merely an inv- 
tation for a prospective purchaser to make an offer. Reference: 
to the question will be found in our issues of November, 193 
(p. 321), January, 1937 (p. 512), and March, 1937 (p. 79). 4 
Sydney correspondent has now asked that we should give a “sutt- 
ming up” of the points at issue following the comments whith 
have already appeared. 

We are indebted to Mr. H. Casper, of Perth, the Registrar 0! 
the Honorary Justices’ Association of Western Australia, for per 
mission to reprint the following article on the subject, whic 
appeared in The Magistrate, the official organ of that Associ 
tion, in February, 1937: 
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THE SALE oF Goops IN SHOPS 


In consequence of a request for information received from a 
member of the Association, we reprint hereunder an article 
on the above subject which appeared some years ago in The 
Magistrate. 

A question asked in the Justice of the Peace: “Is a shopkeeper 
obliged to sell any article which he ordinarily trades in, which he 
has in his shop? Is he obliged to sell a specific article which he 
exhibits for sale in his window, or any other part of the shop?” 
is dealt with in the “Practical Points” columns of that journal on 
December 29, 1897, and portion of the answer was quoted in our 
April number. Reference to the cases there cited shows that: 

In Grainger & Son v. Gough (1896 A.C. 333), Lord Herschell 
said, “An order given to a merchant for the supply of goods does 
not of itself create any obligation. Until something is done by the 
person receiving the order which amounts to an acceptance, there 
is no contract.” 

In Carlill v. Carbolic Smoke Ball Company (1893) 1 Q.B., the 
defendants had advertised an offer to pay £100 to any person con- 
tracting influenza after using one of their smoke balls in a speci- 
fed manner and for a specified period. Plaintiff bought one, and 
used it in the manner, and for the period specified, but neverthe- 
less contracted influenza. It was held that the facts established 
acontract on which the defendants had to pay. In the course of 
his judgment, Bowen L.J. said (p. 268), “It was also said that the 
contract is made with all the world—that is, with everybody, and 
that you cannot contract with everybody. It is not a contract 
made with all the world. There is the fallacy of the argument. It 
is an offer made to all the world; and why should not an offer 
be made to all the world which is to ripen into a contract with any- 
body who comes forward and fulfils the condition? It is an offer 
to become liable to anyone who, before it is retracted, performs 
the conditions, and although the offer is made to the world, the 
contract is made with that limited portion of the public who comes 
forward and performs the condition on the faith of the advertise- 
ment. Jt is not like cases in which you offer to negotiate, or you 
issue advertisements that you have got a stock of books to sell, or 
houses to let, in which cases there is no offer to be bound by any 
contract. Such advertisements are offers to negotiate—Offers to 
receive offers—Offers to chaffer, as, I think, some learned Judge 
in one of the cases has said.” (The italics are ours.) 

In R. v. Rymer, previously referred to, and reported in 2 Q.B., 
136, Kelly C.B. said: “A tavern is not within the definition (scil: 
ofan inn). In such a place as this no one has a right to insist 
on being served any more than in any other shop. Therefore, on 
this ground, even if it stood alone, this conviction must be 
quashed.” 

In Sealey v. Tandy (1902), 1 K.B. 296, a distinction was drawn 
tetween an inn and public-house, and it was held that the occu- 
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pier and licensee of the latter has a right to request anyone ty 
leave whom he does not wish to remain on the premises, a right 
not limited to the case of persons drunken, violent, quarrelsome, or 
disorderly within the meaning of the (Eng.) Licensing Act 1872 
Sec. 18. 

Mr. Justice Darling said that the licensee “acted upon his right 
to say, ‘I am quite ready to see some customers, and I serve them, 
but you are the kind of customer who only makes a noise, byt 
will do me no good, and I will not serve you. J have the choice 
like other shopkeepers, and I shall not serve you.” (The italics 
are ours.) 

It is laid down in Smith’s Mercantile Law (10th Edition, p, 
59) that, “where a man has in himself the property in goods, the 
general rule is that he, and he only, may dispose of them by sale 
to whomsoever and however he pleases.” 

In Benjamin on sales: “The withdrawal of an offer to be effec. 
tual must have been communicated to the other party before his 
acceptance.” Thus it appears that a shopkeeper, on being asked 
to sell an article exhibited in his shop, may retract the offer he 
made by placing it there, even if that is to be regarded as an offer 
to sell, and not (as is probably the case) as a mere offer to the 
public to enter and “negotiate,” and that the request for the article 
is not to be regarded as an acceptance on the part of the would-be 
purchaser. 

The absence of any direct decision on the subject is to be re 
gretted, but perhaps enough has been quoted to establish the con- 
tention that, ““Except in special circumstances, a shopkeeper is not 
obliged to sell any article at all, the special circumstances being 
those under which persons are bound by Statute to sell for the 
purpose, e.g., of analysis, or in the case of innkeepers” (and pos- 
sibly, where some Food Controller’s Order exists). “It seems, 
therefore, that the exhibition of articles in a window, with their 
prices, does not constitute such an ‘offer’ as any member of the 
public by ‘acceptance’ can turn into a binding contract; that it 1s, 
in short, ‘merely an invitation to transact business.’ ” 

The foregoing article, which was written in 1918, illustrates 
the legal difficulties associated with an apparently simple ques 
tion. Since it was written, the position does not appear to have 
been clarified by any legal decision, and for the most part the 
writers on legal text-books on the Law of Contracts are silent on 
the point. Only two, to the writer’s knowledge, deal with the 
problem. Sir Frederick Pollock states the difficulties in theory i 
giving a definite answer to the question. He states the problem, 
and does not attempt to elucidate it. 

The late Sir John Salmond, formerly a Justice of the Supreme 
Court of New Zealand, and Mr. P. H. Winfield, the learned editor 
of the latest collection of his work, are of the opinion that the view 
expressed in the article is a correct one. The learned authors 
point out, in the first place, the necessity of distinguishing 4 
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ofer from a mere expression of willingness to enter into negotia- 
tions for the purpose of making a contract. The one becomes 
binding on the offeror as soon as the other party acts on it by way 
of acceptance, but the other does not become binding simply 
because acted on by the person who receives it. He acts on it 
merely by making an offer on his own part, which the invitor is 
at liberty to accept or reject. 

This distinction in legal theory is a well-recognised one, but its 
interpretation and application is not so simple. The cases of an 
auctioneer offering property for sale and a person calling for 
tenders for the erection of a building are simple ones. Here, 
obviously, there is a simple invitation, and not an offer. There 
isno contract if a bid is made or a tender submitted unless they are 
accepted. 

The authors continue: “So a shopkeeper who exhibits goods in 
his shop window labelled with the price is not offering to sell 
those goods ; he is merely inviting the public to enter the shop and 
offer to buy them. If a customer enters the shop and informs the 
shopkeeper that he will take a certain article from the window 
at the price marked upon it, the shopkeeper is at liberty to say 
that it is not for sale—he is at liberty, that is to say, to reject the 
offer so made by the customer, even though that offer was invited 
by himself. The customer is not entitled to insist that he has him- 
self accepted an offer made the shopkeeper.” 

In a footnote Salmond points out that there is no English case 
directly in point, but that the South African case of Crawley v. 
R., 1909, T.S. 1105, appears to support the principle stated. 

With the support of such distinguished legal writers, the prin- 
ciples of law enumerated in the article may be regarded with some 
degree of safety as being correct. 


Correspondence 


AUDITING ADVERTISING TRANSACTIONS 


The Editor, The Australian Accountant 


Dear Sir,—The following will be of interest to those who have 
been reading the articles under this heading in the March, 1937, 
and prior issues of The Australian Accountant. 


1. Anson’s Principles of the English Law of Contract, 17th 
Edition, at page 419: 

“Where an agent contracts, as agent, for a named principal, 
so that the other party to the contract looks through the agent 
to a principal whose name is disclosed, it may be laid down, 
as a general rule, that the agent drops out of the transaction 
as soon as the contract is made.” 
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2. The same authority as above, at page 429: 

“Tf the agent acts on behalf of a principal whose existence 
he does not at the time disclose, the other contracting party, 
when he discovers the true facts, is entitled to elect whether 
he will treat principal or agent as the party with whom he 
dealt.” 

3. It has, therefore, been accepted that where the principal pays 
an agent for, say, newspaper advertisements contracted for on his 
behalf, and such agent fails, in turn, to discharge the debt to the 
creditor, the latter can again demand settlement direct from the 
principal. 

It is apparent under this rule that the principal can be called 
upon to pay twice, and that his action for recovery of one of the 
payments lies against the agent. 


4. The following passage appears in Bowstead on Agency, 7th 
Edition, at page 325: 

“Where a debt or obligation has been contracted through 
an agent, and the principal is induced, by the conduct of the 
creditor, reasonably to believe that the agent has paid the deb 
or discharged the obligation, or that the creditor has elected 
to look to the agent alone for the payment or discharge 
thereof, and in consequence of such belief pays or settles, or 
otherwise deals to his prejudice with the agent, the creditor 
is not permittd to deny, as between himself and the principal, 
that the debt has been paid or the obligation discharged, or 
that he has elected to give exclusive credit to the agent so as 
to discharge the principal; but mere delay in enforcing his 
claim, or in making application to the principal for the pay- 
ment of the debt, or discharge of the obligation, is not suff- 
cient inducement for this purpose, unless there are special cir- 
cumstances rendering the delay misleading in the particular 
case” “. . . . except as in this article provided, the principal, 
whether disclosed or undisclosed, is not discharged, nor is the 
right of recourse to him affected, by the circumstances that 
he has paid or settled or otherwise dealt to his prejudice with 
the agent.” 

5. Where, therefore, it is the practice for the principal to pay 
the agent, and leave the latter to discharge the debt in turn, the 
principal can avoid liability for default by the agent by inserting 
in the advertising contract words to the effect that the creditor 
shall look to the agent alone for discharge of the liability. 


M. A. HEssE, F.F.1A. 
Melbourne, 9/4/37. 
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Readers’ Questions and Replies 
By L. E. Vatt, Solicitor 


LIABILITIES OF ENDORSERS OF BILLS OF 
EXCHANGE 


Mr. E. J. Green, of Brisbane, sends us a problem which has 
caused much discussion between his friends and himself. He 
asks if the holder of a dishonoured bill of exchange, who has 
immediately notified the drawer and all indorsers of the dishonour, 
has the right to select any particular indorser for the purpose of 
taking proceedings. 

Section 60 of the Bills of Exchange Act 1909-1936 provides 
(inter alia) as follows :-— 


60 (1) The drawer of a bill by drawing it— 

(a) engages that on due presentment it shall be accepted and 
paid according to its tenor and if it is dishonoured he 
will compensate the holder or any indorser who is com- 
pelled to pay it provided that the requisite proceedings 
on dishonour are duly taken. 

(2) The indorser of a bill by indorsing it— 


(a) engages that on due presentment it shall be accepted and 
paid according to its tenor and that if it is dishonoured 
he will compensate the holder or a subsequent indorser 
who is compelled to pay it provided that the requisite 
proceedings on dishonour are duly taken. 


By Section 43 the holder in due course may enforce payment 
against all parties liable on the bill. Section 62 provides that 
where a bill is dishonoured the holder may recover from any party 
liable on the bill and an indorser who has been compelled to pay 
the bill may recover from the acceptor or from the drawer or 
from a prior indorser liquidated damages calculated as set out 
in the Section. 

So far as the holder is concerned the drawer and indorsers of 
a bill are jointly and severally liable for its due payment, that is, 
all or any of them may be sued at the option of the holder and 
separate actions may be brought against each. 





OFFERS UNDER SEAL 


Mr. Jas. Downs, of Sutherland, N.S.W., writes that most text- 
books on Commercial Law state that an offer made under seal 
cannot be revoked, and asks that this be explained. 

The cases show that an offer can be revoked before it has been 
accepted if the revocation is communicated to the person to whom 
the offer was made. This is so notwithstanding that the person 
making the offer had agreed to keep it open for a specified time. 
But this is not so where there was valuable consideration for the 
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agreement to keep the offer open. Now, when an agreement js 
under seal it derives its validity from its form alone and is binding 
without consideration except in the case of contracts in restraint 
of trade. In other words, where there is an agreement under 
seal to keep the offer open, such offer is on the same footing as 
if there had been valuable consideration. 





CHEQUES SENT THROUGH THE POST 


“A Scribe,” Sydney, quotes from an English journal as fol- 
lows :— 

“It has been held that if a creditor makes a request for a cheque to be 
sent to him and the debtor sends an uncrossed cheque, that is not in accord- 
ance with ordinary business practice, the debtor is liable to pay again if 
the cheque is intercepted in the post and cashed fraudulently,” 
and asks whether this be the law in Australia, and if s 
if there is any legal case to support the statement. 

So far we have not been able to find any reported case which 
bears out the above statement. One decided case, that of Norman 
and Another v. Ricketts (1886) 3 T.L.R. 182 C.A., deals with the 
case of an open cheque sent through the post and going astray. 
In this case Madame Phillipe, one of the plaintiffs, was a Bond 
Street milliner, and the defendant was a customer who lived in 
Suffolk. The defendant owed Madame £142, and Madame wrote 
to the defendant in Suffolk, saying “the favour of a cheque within 
a week will oblige.” A cheque for the debt was posted to 
Madame. The cheque, which was an open one payable to 
Madame’s order, was stolen in transit, and, having been banked, 
was met. The case was heard on appeal by Lord Esher, MR, 
Lindley and Lopes, JJ. The Master of the Rolls said that ifa 
debtor had to pay his creditor money, as a general rule the debtor 
must come to pay his creditor, but if the creditor asked him to 
pay in a particular way he might do so. If asked to pay through 
the post the putting of the letter in the post with the money was 
sufficient. He said that the only question in this case was whether 
the plaintiffs asked the defendant in effect to send the money 
through the post. He decided that in the circumstances of this 
case the defendant was invited to send the cheque by post, and 
as she did what she was asked to do, what she did amounted to 
payment. The other judges concurred. 

In this case, so far as we can gather from the report, no specific 
reference was made by the Court to the fact that the cheque was 
an open one. We would be inclined to think that if a request 
were made for a cheque to be posted it would not matter whether 
the cheque so posted were open or crossed. This would not be 
so if the creditor asked for the posting of a crossed cheque, it 
which case the posting of an open cheque would not be payment 
unless and until it reached the creditor. 
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Bankruptcy Section 
Epitep By A. H. OutrHwaite, F.c.A. (AvusT.) 


CompANY LIQuIDATION—DrreEcTor’s SHARE QUALIFICATION— 
ACCEPTANCE OF QUALIFYING SHARES WITHOUT PAYMENT— 
MISFEASANCE 


The following is an Argus (27/4/37) report of a recent airing 
before the Supreme Court of one phase of the somewhat unsavoury 
affairs of The Producers’ Real Estate and Finance Co. Ltd. (In 
Liquidation ) : 

“Three men who were directors of Producers’ Real Estate and Finance 
Co. Ltd. (in liquidation) of Geelong, will have to pay £150 each to the assets 
of the company to meet the cost of shares allotted to them when they 
became directors of the company. An order to this effect was made by 
Mr. Justice Lowe in the Practice Court yesterday when dealing with an 
application by the liquidator of the company, which was ordered to be 
wound up under the Companies (Investigation) Act on May 6, 1936. 

“The liquidator (Mr. E. T. Spackman) said in an affidavit that the articles 
of association of the company provided that the qualification for a director 
was that he should hold in his own right at least 150 shares. The company 
was promoted by David Joseph Beardsell, formerly an estate agent. Mrs. 
Alma Myrtle Henley, of Geelong, from whom the company purchased land, 
was given 2,115 ordinary shares as part of the purchase price. She trans- 
ferred 800 of these shares to Beardsell for his services in promoting the 
company. 

“Three of the directors—James Hepburn, farmer and grazier, of Moriac, 
whose wife was a sister of Mrs. Henley; James Price, grazier, of Ararat, 
who resigned about November, 1934; ‘and Glen Henley, husband of Mrs. 
Henley—obtained their qualification shares by transfer without payment 
irom Beardsell. Hepburn and Henley continued as directors until the 
company was ordered to be wound up. Price, the affidavit said, had told 
the liquidator that he had no other shares in the company than those trans- 
ferred by Beardsell, and that he became a director only for what he could 
get out of the position. He was paid £1/1/- a meeting 

“The liquidator asked for a declaration that the three directors mentioned 
were liable to contribute to the assets of the company within four days £150 
each as compensation for misfeasance in accepting without payment shares 
from Beardsell. 

“Mr. Justice Lowe said that in each case he would make an order for 
the payment of £150 to the liquidator within 14 days.” 


It would appear from this report that the misfeasance lay in 
having merely acquired the shares from another shareholder with- 
out having paid for them in cash. But the law can hardly go so 
far as to label as a misfeasance every case of acceptance of a direc- 
torship by a shareholder whose qualifying shares have been 
acquired otherwise than for valuable consideration. To do so 
would be to brand as a misfeasor (if that is the proper term for a 
person who misfeases) a director whose qualification shares had 
been acquired by benefaction under a will or deed of gift, or from 
a wife in consideration of that natural love and affection which 
some wives are said to bear towards their husbands. What pos- 
sible injury could the company suffer by reason only that the quali- 
fication holding was thus acquired? No—there must surely be 
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more to it than that. We must, it seems, look at the peculiar 
circumstances of this particular case. 

In the first instance, the shares were issued as part considera- 
tion for the transfer of land to the company, and there seems to 
have been no suggestion that this consideration was in any way a 
fiction. If the land was worth little, probably the shares were 
worth less, and if either party scored a point it was the company, 
So far, then, so good. The shares have been issued for adequate 
consideration. The next step is, however, a little disconcerting. 
Eight hundred of the shares are transferred to the promoter “for 
his services in promoting the company.” As the company had 
already been promoted the transfer appears to have been a kind 
of reward or gratuity. Having acquired them without valuable 
consideration, the promoter then transferred 150 each to the three 
directors concerned, the only consideration in each case being an 
agreement upon the director’s part to become a director. Herein 
we have a case entirely different from that of a shareholder who 
bona fide, without consideration, acquires a qualifying number of 
shares, and later uses them as a qualification for directorship. The 
shares in this case were acquired from a holder who had paid 
nothing for them, who received nothing for them, and who gave 
them away as an inducement to the donees to become directors, 
and thereby derive a profit or advantage other than the fee 
(£1/1/- a meeting) fixed for their remuneration. To put the 
matter shortly, then, it would appear that it was not the mere 
fact of acquisition without payment, but the circumstances accom- 
panying such acquisition without payment, that constituted the 
misfeasance in these particular cases and grounds for the award 
of £150 damages to the company in each case. It is to be noted 
that the damages were not assessed upon any ground that the 
shares had not been fully paid up, or that the subscription for 
them had not been received by the company. They were assessed 
apparently upon the basis that the fully-paid value of the shares 
was the amount of profit or advantage which the directors had 
improperly derived, and which the company had suffered in dam- 
age. The articles of association of this company had the usual pro- 
vision that the qualification shares must be held by the director 
“in his own right,” and no allegation was, or properly could have 
been, made that the shares were not so held in this case. It may 
safely be said, however, that if questions of proper ownership of 
qualifying shares are to be raised, any enquiry is more likely to 
be fruitful of result if directed to the matter of bona fide beneficial 
ownership than if addressed to the more involved question of pro- 
priety of the consideration. In plain words, the case of the 
“nominee” director, who is appointed to represent the interests of 
a large shareholder or shareholders, and who acquires his quali- 
fying shares by transfer from his principal on the understanding, 
express or implied, that he holds the shares upon trust for the 
transferror, is by no means uncommon. Such a director is, of 
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course, not qualified if the articles (as is usual) provide that his 
qualifying shares must be held in his own right. Cases of the kind 
occur by reason of insufficient acquaintance with the articles, and 
no harm is done so long as matters run smoothly, and it is nobody’s 
business to enquire. But if it should, perchance, become some- 
body’s business, the nominee director who has for many years 
drawn substantial director’s fees would find the process of refund- 
ing them an even more detestable occupation than drawing his 
income tax cheque. 

(The writer is indebted to the liquidator of the above company— 
Mr. E. T. Spackman—for loan of the papers relating to the above 
proceedings against the directors, and for an informative discus- 
sion with him on the subject.) 


A CRITIQUE CRITICISED 
AND A REJOINDER 


In the February issue of this Journal there appeared a review 
by the Bankruptcy Editor of the Report of the Bankruptcy Commit- 
tee of Parliament appointed to consider various suggested amend- 
ments of the Act. We have received a letter from a Brisbane cor- 
respondent, who appears to differ from the views expressed in 
that contribution and from the Bankruptcy Editor’s somewhat 
candid method of expressing them. We publish below our Bris- 


bane correspondent’s letter and the Bankruptcy Editor’s reply: 
“Brisbane, 13th April, 1937. 


“The Editor, The Australian Accountant. 

“Dear Sir,—I have been deeply interested in Mr. Outhwaite’s 
contributions on the subject of bankruptcy, and until recently have 
found them constructive and helpful, even to those engaged in the 
practical administration of that Act. 

“There are one or two points upon which I differ from him, and 
the first of these is the question of ‘stigma,’ which he avers, attaches 
to the debtor whose estate has been sequestrated, to which the 
Committee replies that ‘there is no substance in the objection to 
the existing Act as regards “stigma.”’ And Mr. Outhwaite con- 
dudes his caustic comment on the Committee’s retort by saying, 
To say that no stigma attaches to such a status is to talk non- 
sense, and to argue that no stigma should attach is futile.’ 

“One has merely to follow the course of any unfortunate citizen, 
who perhaps loses his employment, then, as a consequence, falls 
into debt with which he cannot cope. Begins a pleasant request for 
payment; follows another, this time less friendly, but more ex- 
pressive; a summons makes its appearance, then judgment, and 
possibly execution. In the final stages of the Magistrate’s Court’s 
ation, our miserable fellow-being secures ample notoriety in mer- 
cantile gazettes and newspapers. He is posted as a defaulter, 
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and the ‘stigma’ of unsatisfied debt attaches to him, not when he 
becomes a judgment debtor, but when he originally fails to pay 
his debt. To an honourable man the disgrace is not in the publi- 
cation of his lack of liquid assets, but in the mere recognition by 
him of his inability to adjust his liabilities. 

“And I go further, and say that, in the cases of unfortunate, 
though worthy, debtors, the treatment meted out in bankruptcy 
processes—and this includes public examinations and press re- 
ports thereof—generally has the effect of arousing public sym. 
pathy. Those who read these words can rest assured that I am 
not merely expressing an opinion, but am personally acquainted 
with examples of the rarest of Christian charity that were 
prompted by the generous yet brief reviews of debtors’ affairs in 
bankruptcy examinations. Nor let it be thought that these are 
rare exceptions which suggest that the reverse applies in general: 
rather admit that, as the treatment of a debtor is still the concern 
and the responsibility of his creditors, who are almost in every 
case lenient, and the conclusion naturally follows that the debtor's 
path is as comfortable as a prudent and kindly Act could provide, 

“If we consider, at the same time, that the majority of official 
administrators of the Bankruptcy Act are Associates of recog- 
nized accountancy institutes, we agree that such administration 
must be considerately and efficiently operated. As to administra- 
tion charges, those who analyse them without bias will have to con- 
fess to their miserable inadequacy. 

“It would appear that Mr. Outhwaite has omitted to embrace 
several basic facts, such as: 

“(1) In the case of Parts XI and XII the creditors elect to be 

protected by the Act. 

“(2) In a sequestration on a creditor’s petition the creditor 

again elects this course, with its consequential publicity 
of the debtor’s affairs. 


“And I am satisfied that it is not merely that the Act has pro- 
vided full and equitable protection for the creditor, but a complete 
acquittal of the debtor’s liabilities, and for him an end, a def- 
nite deathblow, to the heart-breaking worry that sprang from in- 
ability to satisfy his creditors. 

“I have respect for Mr. Outhwaite as one having a comprehen- 
sive knowledge of accountancy and kindred subjects, but his Feb- 
ruary contribution teems with irritating puerilities, as, for instance, 
his sarcastic suggestion of the title, ‘An Act for the compulsory 
sequestration of the estates of all insolvent persons, and for the 
censorship of public morals.’ And the not very thoughtful remark, 
‘The administration, naturally, would call the tune, and the credi- 
tors, of course, would pay the piper.’ Would it not be more rea- 
sonable to suggest that the unsatisfied liabilities of debtors are af 
ultimate charge on the whole community, and only primarily the 
burden of interested creditors? 
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“And since the economic structure of the entire Commonwealth, 
from the greatest of our commercial men down to the smallest 
labourer, is concerned, the financial confusion of any of its mem- 
bers, or sections of them, it is prudent that some set scheme should 
be laid down for the adjustment of the unsatisfied liabilities of 
debtors. 

“In conclusion, I wish to express regret at the bombastic atti- 
tude of Mr. Outhwaite, and to voice the opinion that, if the same 
unpleasant tone permeated the recommendations of Conference to 
Committee, then the rejection of certain of the recommendations 
are well and truly merited. 

“Yours faithfully, 
“(Signed) J. M. LEAnY, A.F.1.A., A.1.1.S.” 


REPLY 


] will not enter the lists to tilt a joust with Mr. Leahy upon the 
feld of vituperation. I fear that, though his weapons, “irritating 
puerilities” and “bombastic attitude,” have failed to pierce my 
amour of indifference, he may have at his disposal a fiercer 
thrust and sharper points than these. I will say merely that for 
my sins Mr. Leahy has compelled me to re-read my contribution 
of February last, and that I can find nothing to justify either of 
his little pleasantries. My attempt, quoted by Mr. Leahy, illus- 
trates, by the use of legislative phraseology, the kind of Act which 
the Parliamentary Committee would have thrust upon us, may have 
been a feeble effort, but was it a puerility? Come now, Mr. 
Leahy, that word is really too discouraging! And why the irrita- 
tion? Some touchy member of the Committee, should he chance 
upon my comments, might pay them the tribute of feeling some 
resentment at a criticism which may have been a thought too 
plainly put, but where does the shoe of adverse comment pinch 
Mr. Leahy ? 

When we get away from personalities I find myself, curiously 
enough, in sympathy with much that Mr. Leahy has to say. On 
the subject of “stigma” I have already set forth the reasons for 
my view of the matter, a view which I believe to be commonly, 
almost universally, accepted amongst business people. It is illus- 
trated by two sides of a picture frequently presented to any public 
accountant whose practice includes the administration of estates 
inbankruptcy. There is the side of the creditors who say, “This 
man is an honest enough fellow. He has been, perhaps, a fool 
who has mismanaged, or even a fool who has taken to drink, or, 
tven worse, a fool who has married an extravagant wife, but he is 
nota rogue. We will have a deed of arrangement, give him his 
telease, and wind up his affairs as quickly and economically as 
possible.” Or, alternatively, “This man is a rogue, his assets have 
disappeared, or he has paid out his friends at our expense. We 
want him brought before the Court, and if, as we suspect, he is a 
swindler, he should be punished for discouragement of others, and 

B 
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should not for awhile be allowed to trade again. So we will tolerate 
the expense and sequestrate his estate.” On the other side of the 
picture there is the debtor’s plea: “I have had misfortune, I hay 
perhaps been a fool. I wish to distribute my assets fairly amongy 
my creditors, so far as they will go, to procure me a release anj 
a fresh start in life. I will enter into a deed or scheme of arrange. 
ment, a compromise, anything. But, for pity’s sake, not a seques- 
tration, for I have not been a rogue. Spare me, therefore, the 
Court applications and examinations, the meetings, the publicity, 
the subservience, the danger of imprisonment for failure to post 
my books, and the delay and ceremony of getting my release.” 

The above represent fairly well the alternative attitudes of 
creditors and the views of honest insolvents upon the, to them, 
hateful status and effects of sequestration. I should, perhaps, have 
added to the latter the public sympathy and Christian charity 
which, in Mr. Leahy’s experience, is aroused during the progress 
of the debtor along a path which, as he puts it, “is as comfortable 
as a prudent and kindly Act could provide.” I have not had Mr. 
Leahy’s happy experience of public sympathy and Christian 
charity to debtors whose affairs have been examined in bankruptcy. 
I would have found them difficult to reconcile with the comfort- 
able path provided by the kindly Act, and would have written 
them down as an accumulation, and not the least poisonous, of the 
ills attendant upon sequestration. 

So far as concerns Mr. Leahy’s reference to my omission to 
embrace several basic facts, two of which he quotes, I do not fol- 
low the purport of this statement, and am consequently at a loss 
to reply. 

I am in agreement with Mr. Leahy when he says that the Act 
provides full and equitable protection for the creditor, but a com- 
plete acquittal of the debtor’s liabilities. I also agree that credi- 
tors are, as a rule, lenient, but Mr. Leahy’s comfortable path under 
a kindly Act takes us poles apart. If Mr. Leahy, in the apparent 
kindness of his heart, considers sequestration good enough for 
any debtor, honest or fraudulent, and if he considers the provw- 
sions of Parts XI and XII good enough for any creditors, how- 
ever lenient they may be, then I emphatically do not. My view is 
that bankruptcy legislation is primarily intended to be beneficent 
for the purpose of enabling an honest insolvent to obtain release 
from his liabilities, and that, so far as the fraudulent debtor is 
concerned, that beneficence is intended to be extended to him s0 
far as may be consistent with justice to his creditors and punish- 
ment for his fraud. So far as the honest insolvent is concerned, 
he should be allowed to obtain his freedom by agreement with his 
creditors as a body, and each individual creditor who claims im- 
position by the debtor, or by other creditors, should have the 
right of application to the Court to sequestrate the estate. Such 
agreements and the administration under them should be almost 
entirely free from control of the Court and the other cumbersome 
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and expensive accompaniments of sequestration, and such, I 
believe, was the legislative intention of Parts XI and XII of the 
Act. That good intention has, however, largely failed for several 
causes, which are not far to seek—faulty construction and draughts- 
manship of the Act, exposition of its defects by incisive judicial 
interpretation, regulations, amendments, and whatnot—with the 
result that the procedure in administration of estates under Parts 
XI and XII has become objectionably akin to sequestration. 

My contribution, so adversely criticised by Mr. Leahy, was in- 
tended as a plain-spoken protest against recommendations which, 
jn many respects, appeared ill-considered and unfounded, and 
which, inter alia, sought, on the ground of guardianship of public 
morality, yet further to restrict such rights as sympathetic credi- 
tors still have left to settle their affairs with the debtor without 
unnecessary and undesired reference to the Court, and without 
application of all the cumbersome, hide-bound and expensive pro- 
cedure which appears to be an inevitable accompaniment of any 
such reference. 


Cost Accountancy as Applied to Transport 


Mr. H. W. Taylor, City Treasurer of the City of Perth, recently 
wrote us as follows: 


“Cost ACCOUNTANCY 


“During recent years many excellent works on cost accounting, 
inluding those of Mr. Schumer and Mr. Davidson, have been 
published. This branch of accountancy activities embraces one of 
the most important functions of modern business, and one with 
which every commercial as well as practising accountant must be 
thoroughly conversant. 

“It is noticeable, however, that practically all works on costing 
deal solely with the manufacture of goods. Factory and depart- 
mental costs are dealt with in a very exhaustive manner, but there 
ae other phases of costing which, so far as I can ascertain, have 
not received any attention. 

“As a local government official I am particularly interested in the 
subject of correct costing of transport and mechanical vehicles 
connected with transport, such as loaders, rollers, etc. 

“In the Perth City Council practically all our work is done 
departmentally, and we have a fleet consisting of about eighty motor 
vehicles of all descriptions. The method of charging out the 
tuning costs of these vehicles is, of course, directed by me as 
City Treasurer, but it is surprising how divergent are the views 
of some of the councillors, who themselves may own a considerable 
tumber of trucks or cars. 

“Our transport system includes cartage of metal from our own 
quarry (some eighteen miles distant from the city), cartage of 
materials from depots to jobs, loading of metal or sand by mechani- 
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cal loader, rolling paths and roads, running of official cars, removal 
of trade and household rubbish, nightsoil, etc. In the past we have 
had many discussions and arguments as to the correct method of 
charging these services to the individual jobs. 

“T shall be indebted to any of your readers who have views on 
this aspect of costing, or who could direct my attention to any 
authority dealing with same.’ 


Repty By Mr. L. A. SCHUMER 


In the belief that the inquiry made by Mr. Taylor will be of 
general interest to our readers, we have arranged for the following 
article on the subject by Mr. L. A. Schumer. 

The accounting problems associated with the operation of a larg 
number of motor vehicles would include the following: 

(1) The determination of the costs chargeable against each 
accounting period. 
(2) The classification of that total expense in a manner which 
gives a general idea of the content. 
(3) The distribution of the total costs to— 
(a) units of performance without regard to the particular 
service being rendered by the vehicles; and 
(b) units of service rendered, such as cartage of metal, 
cartage of materials, etc., as referred to in the 
enquirer’s letter. 
(4) The establishment of standards by which the reasonable. 
ness of 3 (a) and (b) can be measured. 


Several special problems arise in connection with the cost of 
tyres, depreciation and repairs, when considering the charges that 
can be made against an accounting period. Although tyres wil 
require to be replaced a number of times during the economic life 
of the vehicle, debiting the cost of replacement to the current 
accounting period may not give a correct measure of the amount 
of cost chargeable against that period. The valuation of the tyres 
at the end of each accounting period is much better practice. To 
this end, the value of the original tyres on the vehicles should be 
separated from the purchase price of the complete vehicle and 
debited to a tyre account. To this account would be debited the 
cost of replacements, retreading, etc. At the end of the account 
ing period the tyres on vehicles or in stock should be valued accoré- 
ing to the remaining life, and the cost of tyres for the period can 
then be obtained from the tyre account. 

Depreciation of vehicles may be provided for on a time or mileage 
basis. The time basis is preferable when the annual mileage of 
vehicles is low, say under 10,000 miles. The mileage basis is more 
suitable when the annual mileage is high and fluctuating. 

The cost of repairs to vehicles may require special consideration 
owing to the incidence of the repairs on the operating life. Gent 
rally speaking, minor repairs are necessary more or less continu 
ously, but major and costly repairs are necessary only at certail 
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intervals. If the cost of operating individual vehicles is scanned, 
it will be seen that the cost of repairs in any one accounting period 
does not necessarily represent a fair cost of the benefits which the 
vehicle has received during that period. Certain repair costs are 
accruing and the actual expenditure to meet the cost will probably 
fall in a subsequent period. This would lead to the consideration 
of amethod of spreading the repair costs in a more equitable way, 
but such a question is probably more related to individual vehicles 
rather than to the fleet as a whole. In a large fleet of vehicles of 
various ages, the repair cost of the fleet as a whole during any 
particular accounting period would probably represent a fair share 
of the repair costs over the full life of all the vehicles, although 
the incidence of the costs on individual vehicles may be different. 


CLASSIFICATION OF EXPENSES 


In order to obtain a broad view of the total expense, some 
system of classification may be adopted, either : 
(a) a simple classification according to the nature of the 
item; or 
(b) a combination of two methods—the primary classification 
being according to the types of plant, e.g., motor vehicles, 
road rollers, street cleaning plant, etc., and the secondary 
classification of each group according to the nature of 
the item. 


lf the latter method is used, it may be necessary to group some 
ims such as workshop costs, and apportion them over the classes 
of vehicles. 

A classification according to the nature of the item will need 
to include the following items: Operating labour (drivers, assis- 
tants, etc.), petrol, other fuel, lubricating oils and greases, tyres, 
lepreciation of vehicles, repairs and maintenance labour, repair and 
maintenance materials, other repair and maintenance expenses, 
insurance of plant, registration and licence fees, garage rent and 
expenses, supervision expenses such as management, clerical, etc. 


DISTRIBUTION OF Costs To UNITs 

The breaking down of the total expenses into units should 
iollow two lines. Firstly, it will be desirable to distribute some of 
the costs to individual vehicles. The cost of petrol, lubricating oils, 
depreciation, and repairs a vehicle, in relation to the mileage run, 
should be significant information in the control of costs. 

It will be difficult to ascertain the cost of tyres in respect of each 
vehicle, especially if pneumatic tyres are used and changed around 
various vehicles. The cost a mile of certain sizes of tyres over 
il vehicles would probably be sufficient information. 

The second distribution of costs is according to the type of 
‘rvice being rendered by the vehicles. This is a more difficult 
problem and the one with which the enquirer is mostly concerned. 
livehicles are allotted continuously to the one task, distribution of 
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the costs to vehicles will provide the means of making the further 
distribution to services. Some items can be allocated to vehicles 
directly, e.g., petrol, lubricating oils, depreciation, repairs. Tyr 
costs could be charged to each vehicle at an average cost per mik 
for the particular size of tyres used. It may be necessary to includ 
repairs at an average cost per mile rather than charge the actu 
costs over any short period. Fixed charges in the way of registra. 
tion fees, licence fees, insurance, could be allocated to individual 
vehicles without much difficulty, and the remaining expenses, such 
as supervision, can be spread over on a per vehicle basis. A suit. 
able form on which to collect this information is shown in the 
writer’s Cost Accounting, at page 151. 

If vehicles are not employed continuously on the same type of 
service, it will be necessary to adopt some pre-determind unit costs 
for the various types of vehicles. Jobs and services would then be 
charged at these rates and records may be developed to show the 
actual costs against the costs distributed to services at the standard 
rates. 

The rates for the use of motor vehicles may be according to time, 
according to mileage, or a combination of both. The time basis 
alone will not deal equitably with all the costs of operating a motor 
vehicle because some items, particularly petrol, lubricants, tyres, 
repairs, vary substantially with the mileage run. On the other 
hand, the mileage basis alone may be unsatisfactory because some 
costs are related to time, e.g., registration fees, insurance, garage, 
rent, and supervision. The writer has adopted the combination of 
rates as making the distribution equitable in the transport business 
with which he is associated. 

A standard operating cost will be required for each type of 
vehicle. The necessary information is shown on the form. The 
costs are in two groups—those varying with mileage, and those 
varying with time. The items constituting each group are dealt 
with separately, and the standards are set after considering al 
pertinent information, such as past experience within the business, 
or of outsiders. 
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C.—T yres Front Axle— 
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. No. of tyres .. 
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. Price per cover and tube 
. Price per retread .. 
. Cost of set of covers and tubes! 
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Some explanation will be required in connection with the time 
costs. These must be divided over the actual working time, which 
will probably be much less than the maximum possible in a year. 
Some estimate may be made from past experience for the purposes 
which the enquirer has in mind. In a transport business operating 
for profit the determination of this working time becomes oi great 
importance, as “Normal Capacity” is the basis on which the time 
costs are distributed, and the basis on which profit requirements 
are apportioned to vehicles. In other words, it becomes the basis 
of establishing a normal long-run price level. 

In the form given, time costs are brought down to a daily amount 
on two bases—continuous service and casual service. The former 
is charged to a service on which a vehicle is operating continuously 
without idle time. The latter is charged against all other services 
for which a fleet is provided to meet irregular demands. The 
method of determining the normal working days is as follows: 

Continuous Casual 
Service Service 
a 365 365 
Less— 
ee ee 52 
EE fe oe a8 6 “a's 26 
I ink ip oe ee ee ae 10 
In for repair oe — 
_ ae eee 100 
102 —- 188 


Normal Working Days .. .. 263 167 


The 100 days deducted above for idle time are used for the 
purpose of illustration only, as the probable idle time in any 
particular business would be assessed after considering the types 
of service rendered and the regularity of demands. 

A record will be required showing the time and mileage charge- 
able against each job or service, and the cost can be computed by 
applying the standard rates for time and mileage. The wages of 
drivers has not been dealt with as the cost can be apportioned by 
the use of time records for each man. 

The foregoing is necessarily a general survey. If there is an) 
particular point upon which the enquirer would like more detailed 
information, I would be pleased to assist, if possible. 
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Company Law and Secretarial Practice Section 


Epitep By J. S. McINNES, F.1.C.A. 


THE STATUTORY MEETING AND THE STATUTORY 
REPORT 


By S. 93 of the N.S.W. Companies Act of 1936: 


(1) Every company limited by shares and every company limited by 
guarantee and having‘ a share capital (Note (a)) shall, within a period of 
not less than one month nor more than three (Note (b)) months from the 
date at which the company is entitled to commence business (Note (c)), 
hold a general meeting of the members of the company, which shall be 
called “the statutory meeting.” 

(2) The directors shall, at least seven days before the day on which the 
meeting is held, forward @ report (in this Act referred to as “the statutory 
report”) to every member of the company (Note (d)). 

(3) The statutory report shall be certified by not less than two directors 
of the company, or, where there are less than two directors, by the sole 
director and manager (Note (e)), and shall state— 

(a) the total number of shares allotted, distinguishing shares allotted 
as fully or partly paid up otherwise than in cash, and stating in 
the case of shares partly paid up the extent to which they are so 
paid up, and in either case the consideration for which they have 
been allotted ; 

(b) the total amount of cash received by the company in respect of all 
the shares allotted, distinguished as prescribed in paragraph (a) 
of this sub-section (Note (f)); 
an abstract of the receipts of the company and of the payments 
made thereout, up to a date within seven days of the date of the 
report, exhibiting under distinctive headings the receipts of the 
company from shares and debentures and other sources, the pay- 
ments made thereout, and particulars concerning the balance re- 
maining in hand, and an account of estimate of the preliminary 
expenses of the company; 
the names, addresses, and descriptions of the directors, auditors, 
if any, managers, if any, and secretary of the company; and 
the particulars of any contract, the modification of which is to be 
submitted to the meeting for its approval together with the par- 
ticulars of the modification or proposed modification. 

(4) The statutory report shall, so far as it relates to the shares allotted 
by the company, and to the cash received in respect of those shares (Note 
(g)), and to the receipts and payments of the company on capital account, 
be certified as correct by the auditors, if any, of the company. 

(5) The directors shall cause a copy of the statutory report, certified 
as required by this section, to be filed with the Registrar-General for regis- 
tration forthwith after it is forwarded to the members of the company 
(Note (h)). 

(6) The directors shall cause a list showing the names, addresses and 

occupations (where known) (Note (i)) of the members of the company, 
and the number of shares held by them respectively, to be produced at the 
commencement of the meeting, and to remain open and accessible to any 
member of the company during the continuance of the meeting. 
_(7) The members of the company present at the meeting shall be at 
liberty to discuss any matter relating to the formation of the company, 
or arising out of the statutory report, whether previous notice has been 
given or not, but no resolution of which notice has not been given in 
accordance with the articles may be passed. 
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(8) The meeting may adjourn from time to time, and at any adjourned 
meeting any resolution of which notice has been given in accordance with 
the articles, either before or subsequently to the former meeting, may be 
passed, and the adjourned meeting shall have the same powers as an original 
meeting. 

(9) In the event of any default in complying with the provisions of this 
section every director (Notes (j) and (k))} of the company who is guilty 
of or who knowingly and wilfully authorises or permits the default shall 
be guilty of an offence. 

Penalty: £50. 

(10) This section shall not apply to a proprietary company. (Notes (1) 
and (m)). 

S. 113 of the Eng. Act 1929; S. 123 of Q. Act of 1931; S. 132 of S.A. 
Act. of 1934. (See also S. 72 of the Vict. Act. of 1928, and S. 72 of the 
Tas. Act of 1920-35). 


Note (a).—“and registered after the commencement of this Act” in S.A. 
Act. 

Note (b).—‘“four months” in Q. Act. 

Note (c).—“or in case of a company to which S. 118” (i.e., restriction on 
commencement of business) “of this Act does not apply, from 
the date of incorporation of the company” in S.A. Act. 

Note (d).—“and to every other person entitled under this Act to receive 
it” in S.A. Act. 

Note (e).—‘sole director or manager” in S.A. Act. 

Note (f).—“distinguished as aforesaid” in Eng., Q., and S.A. Acts. 

Note (g).—‘“such shares” in Eng., Q., and S.A. Acts. 

Note (h).—“to be delivered to the Registrar of Companies for registration 
forthwith after the sending thereof to the members of the 
company” in Eng., Q., and S.A. Acts. 

Note (i).—‘“names, descriptions and addresses” in Eng., Q., and S.A. Acts. 

Note (j).—“each director” in Q. Act. 

Note (k).—‘“the company and every officer of the company who is in 
default shall be liable to a fine not exceeding £20” in S.A. Act. 

Note (1).—“The provisions of this section as to the forwarding and filing 
of the statutory report shall not apply in the case of a private 
company or a proprietary company, but such statutory report 
shall be included in the minute-book of the company required 
to be kept pursuant to the provisions of this Act.” in S.A. Act. 

Note (m).—‘“private company” in Eng. and Q. Acts. 

1. Long before 1867 the need for an early meeting of a new 
company to enable members to ascertain the result of the flota- 
tion and the position of the company generally was admitted, 
and S. 39 of the English Act of 1867 required every company 
to hold a first meeting of members within four months after 
its incorporation. This section, which was adopted in S. 242 of 
the 1899 N.S.W. Act, was probably one of the weakest sections 
ever inserted in a statute relating to companies, for in practice 
the meeting so held was a useless formality, utterly valueless to 
members. The English Act of 1900 substituted much better pro- 
visions for a statutory meeting and statutory report, obviously 
based upon the Report in 1898 of the Departmental Committee 
appointed by the Board of Trade. The 1900 provisions were 
amended in the English Act of 1929, and S. 93 of the N.S.W. 
Act of 1936 adopts, with merely verbal alterations, the pro- 
visions of the 1929 Act. 
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2. The object of holding the statutory meeting is to ensure 
that, at as early a date as is reasonably possible, the shareholders 
shall be given an opportunity of acquainting themselves with the 
results of the promotion and flotation of the company, both by 
means of the information contained in the statutory report 
(which gives a statement of the exact financial position of the 
company made up to a very recent date) which they receive 
before the meeting, and by means of discussion at the meeting. 
The meeting affords members an opportunity of learning how 
the flotation of the company has been effected, the number of 
shares allotted, and the financial position of the company gener- 
ally, and enables shareholders to meet and discuss these matters 
and any other matters arising therefrom, as well as the position 
and future of the company generally. It also gives members 
an opportunity of taking matters to some extent into their own 
hands. The meeting provides free scope for discussion and action, 
but before any resolution can be passed, notice of it must be 
given. 

3. The section only applies to companies limited by shares 
(other than—except in S.A.—proprietary companies) and com- 
panies limited by guarantee and having a share capital, registered 
after the commencement of the 1936 Act (i., on or after 
January 1, 1937). 

4, The statutory meeting must be held within not less than 
one month from “the date at which the company is entitled to 
commence business.” This latter date is fixed by Section 77 in 
the case of a public company, which issues a prospectus as the 
date when the minimum subscription has been allotted, the direc- 
tors have paid the application and allotment moneys payable on 
their shares, and a statutory declaration that these conditions have 
been complied with has been filed with the Registrar-General ; 
or, where the company has not issued a prospectus, a statement 
in lieu of prospectus has been filed with the Registrar-General, 
the directors have paid the application and allotment moneys 
payable on their shares, and a statutory declaration that these 
conditions have been complied with has been filed with the 
Registrar-General. The important question of the date at which 
a company is entitled to commence business will form the sub- 
ject of a special article later on. 

If a company to which S. 93 applies does not comply with the 
requirements of the Act as to the commencement of business, it 
cannot hold a statutory meeting within the meaning of S. 93. 
(Shortland Flat Gold Mining Co. Lid. v. Kneebone (1912) 31 
N.Z.L.R. 1039). 

5. The statutory meeting is a general meeting of the company, 
but it is not an ordinary or an extraordinary meeting—it stands 
ina class by itself, and is “the statutory meeting.” Subject to 
the provisions of S. 93, the statutory meeting is convened and 
conducted in the same way as other general meetings of the 
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company, but, notwithstanding any provisions to the contrary 
in the articles of the company, notice of the statutory meeting must 
be given to every member, as the statutory meeting is “a general 
meeting of the members.” The length of notice of the statutory 
meeting is governed by the provisions of the articles of association 
of the company. (See para. 8.) 
6. Form of notice convening Statutory Meeting: 
THE X.Y.Z. COMPANY LIMITED 

NOTICE IS HEREBY GIVEN that, in accordance with the provisions 
of S. 93 of the Companies Act of 1936, the Statutory Meeting of 
the above-named Company (or of The X.Y.Z. Company Limited) 
will be held at the registered office of the Company, Townsville 
House, 933 Pitt Street, Sydney, on Monday, the 17th day of 
May, 1937, at 12.0 o’clock noon, for the purpose of considering 
the Statutory Report and of conducting all other business which 
ought to be conducted at such Statutory Meeting (or for the 
purpose of discussing any matters relating to the formation of 
the Company, or arising out of the Statutory Report). 


(Notice of any special business should be set out here.) 


A copy of the Statutory Report required to be sent to members 
under the above-named section is enclosed herewith (or is 
attached hereto, or accompanies this notice). 

(or A copy of the Statutory Report is attached hereto. ) 


By ORDER OF THE Boarp, 
A. Brown, 
Sydney, Secretary. 
4th May, 1937. 

7. The notice convening a meeting under the section must 
state that the meeting so convened is the statutory meeting. In 
Gardner v. Iredale (1912) 1 Ch. 700, it was held that a meeting 
convened by a notice not so stating does not comply with the 
requirements of the section. 

8. At least seven days before the day on which the meeting 
is to be held, the directors must forward the statutory report to 
every member of the company, whether or not the member is 
entitled by the articles of the company to receive notices of meet- 
ings. The meeting being statutory, the requirements of the section 
cannot in any way be abridged or whittled down or restricted 
by the articles. “At least seven days” means seven clear days, 
i.e., seven clear days must intervene between the day the notice 
is forwarded and the date of the meeting. 

In practice, it is usual to send the statutory report with the 
notice convening the statutory meeting, both the statutory report 
and the notice convening the statutory meeting being printed 
together. (It should be noted, however, that if the articles pro- 
vide for less than seven days’ notice of a meeting—a very rare 
provision—the statutory report must be sent to members at least 
seven clear days before the day of the statutory meeting.) 
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9, In the next issue of this Journal, we will give a specimen 
form of the Statutory Report, and variations thereto. In England 
printed copies of the form prescribed may be purchased from law 
and other stationers. A Form, No. 27, has been prescribed under 
the N.S.W. Act. 

10. The statutory report has to be certified by not less than 
two directors of the company, or, where there are less than two 
directors, by the sole director and manager. (S. 93 (3)). By 
§. 120 (1) every company registered after the commencement of 
the 1936 Act must have at least three directors (except a pro- 
prietary company, which must have at least two directors). 

11. The abstract of receipts and payments is really a cash 
summary. 

12. The requirement of par. (d) of subsection (3), that the 
report shall state the names, etc., of the directors, auditors, mana- 
gers, and secretary of the company, is for the purpose of show- 
ing if there have been any changes in these since the issue of the 
prospectus. 

13. Par. (e) of sub-section 3 of S. 93. By S. 139 a company 
limited by shares or a company limited by guarantee and having 
a share capital shall not, previously to the statutory meeting, vary 
the terms of a contract referred to in the prospectus, or state- 
ment in lieu of prospectus, except subject to the approval of the 
statutory meeting. (As the provisions relating to the statutory 
meeting do not apply to proprietary companies—except in S.A., 
see Note 1—obviously this provision does not apply to proprietary 
companies.) Hence the approval of the statutory meeting will 
be necessary where the company has previously thereto varied the 
terms of a contract referred to in the prospectus, in order to make 
such variation valid. The approval of such a variation would 
require a resolution and therefore notice of any such proposed 
variation must be given in accordance with the provisions of 
§. 93 (7). 

14. Although by pars. (b) and (c) of sub-section (3) the 
statutory report must state the total amount of cash received by 
the company in respect of all shares allotted, and an abstract of 
the whole of the receipts and payments of the company, by sub- 
section (4) the certificate of the auditors (if any) is limited to 
the correctness of the report so far as it relates to 

(a) the shares allotted by the company, 

(b) the cash received in respect of such shares, and 

(c) the receipts and payments of the company on Capital 
Account. 

It is not compulsory for a company to appoint auditors before 
the statutory meeting. If auditors have not been appointed, the 
statutory report need not be certified by auditors, but if auditors 
have been appointed the statutory report must be certified by such 
auditors to the extent indicated. 

c 
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The wording of the certificate of the auditors in N.S.W. Form 
27 goes beyond the requirements of S. 93 (4), and we shall dis. 
cuss this certificate with the specimen form of the Statutory 
Report in the next issue of the Journal. 

15. Immediately after the statutory report has been forwardej 
to the members, the directors must cause a copy of it, certifies 
by the directors as in sub-section (3), and by the auditors, if any. 
as in sub-section (4), to be filed with the Registrar-General fo; 
registration. 

The form prescribed under the English Act—but not the form 
prescribed under the N.S.W. Act—contains the following head- 
note printed in italics: 

NOTE.—tThis form has been provided for the purpose of indicat. 
ing the nature of the information that is required, but as the 
Report to be filed with the Registrar must be a copy of that 
sent to the Shareholders, all that is contained in that Report 
must appear in this. 

It should be noted that the N.S.W. Form 27 is headed “Copy of 
Statutory Report.” 

16. A list containing the names, addresses and occupations 
(where known) of the members of the company, and the number 
of shares held by each of them respectively, must be produced 
at the commencement of the statutory meeting, and rernain open 
and accessible to members during the continuance of the meeting 
This list may be inspected by any member during the meeting. 

17. Usually the business of a meeting is limited to the business 
of which notice has been duly given, but there is no such limitation 
on the statutory meeting. Members of the company present at the 
statutory meeting are given the widest powers of discussing “any 
matter relating to the formation of the company, or arising out 
of the statutory report, whether previous notice has been given 
or not,” but no resolution may be passed unless due notice of it 
has been given im accordance with the articles of association 
of the company. S. 93 (7). 

18. The statutory meeting may adjourn from time to time, and 
at any adjourned meeting any resolution of which notice has 
been given in accordance with the articles, either before or sub- 
sequently to the former meeting, may be passed, and the ad- 
journed meeting has the same powers as an original meeting. 
(S. 93 (8)). 

Many articles of association provide that “The chairman may, 
with the consent of the meeting, adjourn the same from time to 
time and from place to place,” and in such cases the meeting 
cannot compel the chairman to adjourn; but the provision in 
sub-section 8 that “the (statutory) meeting may adjourn from 
time to time” puts the power of adjournment of the meeting et 
tirely in the hands of the majority of the meeting, indepen ndently 
of the chairman. 
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At common law an adjourned meeting is merely a continuation 
of the original meeting, and if notice of the business proposed 
to be transacted at a meeting has to be given a certain number 
of days before the commencement of the meeting, this means be- 
fore the commencement of the original meeting, and notice of 
fresh (or new) business to be transacted at an adjourned meet- 
ing cannot be given, unless the constitution of the company ex- 
pressly so provides. Sub-s. 8 of S. 93 expressly provides for 
notice being given, after the commencement of the original meet- 
ing, of business to be discussed at the adjourned statutory meet- 
ing. In the event of the statutory meeting being adjourned so that 
notice may be given to members of resolutions to be considered 
at the adjourned meeting, it is submitted that the period of ad- 
journment should be sufficient to give the length of notice 
required by the articles of the association. 

(The provisions of S. 93 dealt with in this para. being statu- 
tory, they override any provisions to the contrary in the articles 
of a company. ) 

19. It should be noted that—except in S.A.—responsibility for 
default in complying with the requirements of the section is con- 
fined to the directors of the company, the secretary or other 
officers of the company not being mentioned in sub-section (9) of 
S. 93. 

20. By N.S.W. S. 208 (1) (b) a company may be wound up 
by the Court if default is made in filing the statutory report or 
in holding the statutory meeting. 

By N.S.W. S. 210 (1) (b) a winding-up petition shall not, 
if the ground of the petition is default in filing the statutory 
report with the Registrar-General or in holding the statutory 
meeting, be presented by any person except a shareholder, nor 
before the expiration of one month after the last day on which 
the meeting ought to have been held. 

Note that this ground for winding-up may be taken by a 
shareholder only. 

And by N.S.W. S. 211 (2) where a winding-up petition is 
presented on the ground of default in filing the statutory report 
with the Registrar-General or in holding the statutory meeting, 
the Court may: 

(a) instead of making a winding-up order, direct that the 
statutory report shall be filed or that a meeting shall 
be held; and 

(b) order the costs to be paid by any persons who, in the 
opinion of the Court, are responsible for the default. 

In In re Kent Outcrop Coal Co. (1912) W.N. 26, an order for 
the winding-up of a company was made on the grounds set out 
inS. 208 (1) (b), the petition being unopposed. 

In 1930 Linen and Artsilk Ltd. was wound up under these 
provisions, the Judge stating that the directors had failed to 
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comply with their statutory obligations in order to conceal the 
true facts from the shareholders. 

21. With the exception of S.A., the provisions of the Ags 
relating to the statutory meeting and the statutory report do not 
apply to proprietary companies (N.S.W. S. 93 (10)), hence 
a proprietary company does not have to hold a statutory meeting 
or issue or file a statutory report—in fact, these matters are un. 
known to proprietary companies. 

(In S.A. the provisions as to the forwarding and filing of the 
statutory report do not apply to private or proprietary companies, 
but such statutory report must be included in the minute-book oj 
the company. See footnote (1) above.) 

22. By S. 353 if any person wilfully makes a statement in 
connection with the statutory meeting and statutory report which 
is false in any material particular, knowing it to be false, he 
shall be guilty of an offence; penalty on conviction on indictment, 
imprisonment for two years; and on summary conviction £1 
or imprisonment for four months or both. 

23. As soon as the certificate entitling a new company to 
commence business has been received by the company, the secre- 
tary should make preparations for the holding of the statutory 
meeting. The meeting must be held within the time limits pre- 
scribed in the Act, and notice of the meeting must be given in 
accordance with the articles. In view of the fact that the statu- 
tory report, with its abstract of receipts and payments made up 
to a date within seven days of the report, must be sent to share- 
holders at least seven clear days before the meeting—and where 
there are auditors certain information in the statutory report 
has to be certified as correct by the auditors—careful arrange- 
ments are necessary to enable the statutory requirements to be 
complied with. The date of the statutory meeting should be 
fixed by the Board. 


AGENDA FOR STATUTORY MEETING OF THE X.Y.Z. Company Lt. 
To be Held on Monday, 7th May, 1937, at 12 o’clock Noon. 
1. The notice convening the meeting to be read by the Sec- 
retary. 
2. Chairman to explain that the meeting is the Statutory 
Meeting, that it has been convened in accordance with 
the provisions of S. 93 of the Companies Act of 1936, 
and to direct the attention of members to the fact that a 
list of the members of the company with their names, 
addresses, occupations, and shareholdings is on the table 
and open for inspection by any member present. 
Chairman to move (or to ask a member to move) that 
the statutory report as circulated be taken as read. 
Chairman to give a summary of the company’s progress 
since its formation, the result of the issue of the pro- 
spectus, etc., and to indicate prospects of the Company. 
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Chairman to invite discussion and questions on the Statu- 
tory Report, and matters relating to the formation of the 
company. 

6. Chairman to reply to questions. 

7. If it is desired to modify any contract(s) referred to in 
the prospectus, Chairman to explain the modification (s) 
and to move that they be approved. 


METHOD OF ELECTING DIRECTORS 


The articles of association of a company provided for the retire- 
ment of directors by rotation, and by article 101, “The company 
at any general meeting at which any directors retire . . . shall 
fill up the vacated offices by electing a like number of persons to 
be directors .. .” This wording is from Palmer (but Palmer 
uses the word “may” for “shall”), and is commonly used in 
modern articles of association. 

During the year one director, Colyer, had been appointed to a 
casual vacancy and under the articles was due to retire. Another 
director to retire, Macdonald, was chosen by lot. At the annual 
meeting in 1935 these two directors retired in accordance with the 
articles, and for the two vacancies thus created, four candidates 
were nominated—the two retiring directors, and two other share- 
holders named Morter and Dunstone. 

At the meeting, when the other business had been completed, 
the chairman announced that the next business before the meeting 
was the election of directors. “There are two vacancies to be 
filled and four candidates, Messrs. Colyer, Morter, Macdonald, 
and Dr. Dunstone. The directors recommend that Messrs. Colyer 
and Morter be elected, and I propose that they be elected as 
directors. | Will somebody second?” The proposal was duly 
seconded, and the chairman was about to put the motion to the 
meeting when an objection was raised to the manner of proceeding 
to election. 

A shareholder requested that the names of the other candidates 
should be submitted to the meeting, but the chairman said :—“The 
same result will be achieved by putting the motion as it is. If 
the meeting does not want Colyer and Morter they will turn them 
down.” The shareholder replied:—“Mr. Macdonald and Dr. 
Dunstone are entitled to have their names submitted for election. 
If this motion of yours is carried it will be too late to put their 
names.” To which the chairman answered :—“That won’t make 
any difference : if they are elected it means that the meeting wants 
them to be directors; if they are not elected, you can take it that 
Macdonald and Dunstong will be.” There was some further dis- 
cussion on the point, but no amendment or motion of dissent was 
proposed, and the resolution was put to the meeting and carried 
ona show of hands, fifty-one voting for and eight against the 
resolution. 
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A poll was demanded and taken in due course, and the resoly. 
tion was carried by a substantial majority. 

On these facts Macdonald and Dunstone sued the company and 
Colyer and Morter for a declaration that the two latter persons 
had not been validly elected as directors and were not entitled 
to hold, or act in, that office. 

Mr. Justice Napier, in the Supreme Court of South Australia 
held that the terms of article 101 ‘had been complied with and the 
election was valid. 

On the question whether the procedure adopted by the chair. 
man was any departure from the terms of article 101, his Honour 
said: “It seems to me that ‘elect’ in this context means no more 
than ‘choose the person or persons to fill the vacated office or 
offices. The sense or will of the meeting can only be ascer- 
tained by a vote, and it follows that the letter and the s spirit of 
the contract are satisfied if the vote is so taken as to reflect the 
true will of the majority; but it also follows that the majority 
cannot be deprived of the power to select, or, in other words, to 
vote—if they so desire—for any one or more of the candidates” 

It was argued for the plaintiffs that they had sustained injury 
by their wrongful exclusion from the office of director, but Mr. 
Justice Napier said that difficulty arose when it was sought to 
establish that freedom of choice had really been denied to the 
meeting by the course that had been adopted. There was cer- 
tainly a departure from the common and convenient practice of 
putting the names separately, either by a series of resolutions, 
upon which the vote is taken for and against every candidate in 
turn until the vacancies have been filled, or by a voting paper in 
which the voter is allowed to vote for as many candidates as 
there are vacancies, but his Honour was unable to see any valid 
objection to the resolution, which expressed the will of the meet- 
ing, to fill the vacancies by selecting the persons whom it named. 
There was authority—R. v. Brightwell (1834) 10 A & E. 171l-— 
for a resolution in these terms where, as under this article, a 
given number is to be elected on a given day. 

His Honour stressed the fact that the supporters of Macdonald 
and Dunstone had not moved any amendment; apparently they 
thought that nothing was to be gained by moving an amend- 
ment. The fair inference from the fact that nobody moved any 
amendment—not even an amendment that the candidates should 
be considered separately—was that the meeting was content to 
vote for or against the resolution. If an amendment had been 
moved and the chairman had refused to put it, the position woulé 
have been very different. Until some amendment was moved 
there was nothing but the resolution for the election of Colyer and 
Morter which the chairman could put to the meeting, and his 
Honour was unable to see how it could be said that the meeting 
was deprived of its undoubted right to select or vote for any one 
or more of the candidates. 
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In concluding his judgment his Honour said: “The remedy of 
any shareholder who objects to a resolution in this form is to 
move an amendment, and to leave the question to the will of the 
majority, and, if necessary, to demand a poll on his motion for 
amendment. 

“In default of any evidence to the contrary, I think that the 
reasonable view of this case is that the resolution which was car- 
ried is a true expression of the will of the majority.” 

Macdonald v. Lady Miller Gold Mines N.L. (1935), S.R., 
South Aust., 402. 


Taxation Section 
Edited by J. A. L. GuNN, F.1.c.A. 


COMPENSATION PAID FOR CANCELLATION OF 
SERVICE AGREEMENT 

Before July, 1930, the taxpayer company, which carried on busi- 
ness in New South Wales, had been managed by a single manag- 
ing director. In that month L. L. King was engaged, under 
agreement, as an additional managing director for a term of five 
years at a salary of £1,500 per annum with a percentage of 
profits. In March, 1931, an arrangement was made for the 
resignation of King, under which the company agreed to pay him 
£2,500 in consideration of his cancelling his agreement, £1,500 
to be paid in cash and the balance of £1,000 by ten equal monthly 
payments of £100 up to December, 1931, these payments to be 
covered by ten promissory notes of the company. The main 
object of the directors in making the arrangement for King’s 
resignation was to effect a saving of his salary, and that at the 
same time the directors believed that the abolition of the system 
of joint contro] would tend to increase the efficiency of the com- 
pany. The company paid the £1,500 in cash, and met the ten 
promissory notes for £100 each. £1,900 was therefore paid 
luring the year ended June 30, 1931, and £600 during the follow- 
ing income year. Held, that the sum of £1,900 was an allowable 
leduction of year ended June 30, 1931, and £600 of year ended 
June 30, 1932; W’. Nevill & Co. Ltd. v. F.C. of T. ((1937) 4 
A.T.D. 187). Several important points are dealt with in this case, 
viz. -— 

LossEs AND OQUTGOINGS 

Probably the most important section of the present Common- 
wealth Act, S. 51, was discussed at length in the January, 1937, 
issue of the Journal at p. 479 et seq., and these notes should be 
tad in conjunction with that article. The corresponding pro- 
wsion of the previous Commonwealth Act, S. 23 (1) (a), pro- 
vided for a deduction of all losses and outgoings actually incurred 
n gaining or producing the assessable income. In Nevill’s case, 
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Latham C.J., after finding that the £2,500 was not capital expen. 
diture, said that the payments were actually made bona fide in the 
course of business in the interests of the efficiency of the business 
and that they fell within the terms of the proposition of Viscount 
Cave L.C. in Atherton v. British Insulated and Helsby Cables Ltd, 
(1926) A.C. 205, at p. 212, quoted in Journal, pp. 490-491. His 
Honour went on to say :— 

“The principle asserted in Viscount Cave’s statement is . . , 
equally applicable to a case arising under S. 23 (1) (a). The 
facts stated in this case show that the expenditure was actually 
incurred in gaining or producing the assessable income of the year 
in question. The expenditure was made for the purpose of in- 
creasing the efficiency of the company, and therefore increasing 
its income-producing capacity. It was not a capital expenditure: 
it was, in my opinion, an expenditure incurred in the course of 
gaining or producing assessable income. See Amalgamated Zin 


(De Bavay’s) Ltd. (1935) 3 A.T.D. 288.” 


EXPENDITURE DiRECTED TowARDS REDUCING CURRENT AND 
Future EXPENSES 

In Nevill’s case the Commissioner contended that no expendi- 
ture is deductible which has for its purpose the reduction or avoid- 
ance of outgoings as distinguished from the gaining of assessable 
income. The following extracts from the judgments of Latham 
C.J. and Dixon J. illustrate how this contention was met by the 
High Court. 

“It is urged, however, that in so far as the expenditure was 
directed towards reducing current and future expenses by secur- 
ing relief from the onerous contract to pay £1,500 to King for 
five years, it did not increase assessable income. Assessable in- 
come is gross income—see S. 4. The mere reduction of expen- 
diture, though it decreases the expenditure side of an account, 
does not increase the receipts side of the same account. In my 
opinion the answer to this contention is to be found in a recog- 
nition of the fact that it is necessary, for income tax purposes, 
to look at a business as a whole set of operations directed towards 
producing income. No expenditure, strictly and narrowly con- 
sidered, in itself actually gains or produces income. It is an out- 
going, not an incoming. Its character can be determined only in 
relation to the object which the person making the expenditure 
has in view. If the actual object is the conduct of the business 
on a profitable basis with that due regard to economy which is 
essential in any well-conducted business, then the expenditure is 
an expenditure incurred in gaining or producing the assessable 
income. If it is not a capital expenditure it should be deducted 
in ascertaining the taxable income of the taxpayer,” per Latham 
C.J. 

“It is unnecessary that the assessable income for the production 
of which the expenditure was made should be that of the given 
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year or accounting period. See De Bavay’s Case (supra) at p. 
309. But, according to the language of the paragraph, the money 
must be laid out for the production of assessable, not taxable, in- 
come. Upon this distinction the Commissioner bases a contention 
that no expenditure is deductible which has for its purpose the 
reduction or avoidance of outgoings as distinguished from the 
gaining of gross income. This statement may be literally true, 
but its application does not necessarily lead to the consequences 
the Commissioner deduces. For it is fallacious, in my opinion, 
to draw a distinction between the purpose of deducting or avoiding 
outgoings and the purpose for which the outgoings so to be 
reduced or avoided are incurred. Thus, in the present case, if 
attention is confined to the purpose for which the lump sum pay- 
ment was made to the retiring director, it may be true that it 
was in order to save his future salary. Indeed the case stated 
says that the main object of the directors was to affect a saving 
of that salary, although at the same time they believed by abolish- 
ing the system of joint control, they would increase the efficiency 
of the company. But it is not correct to look only to the purpose 
actuating the expenditure in the state of facts in which it was 
resolved upon. The whole course of the transaction must be 
regarded. When an agreement was made by the company com- 
mitting it to an annual expenditure for five years of £1,500 upon 
the managing director’s salary, that obligation was undoubtedly 
incurred ‘for the production of assessable income.’ The company 
thus undertook an expenditure which, if it had gone on, would 
have been deductible. The purpose appears to me to govern the 
entire course of the transaction. On reconsideration, it appeared 
that the purpose would be better fulfilled by a rearrangement 
involving an expenditure made in commutation of that undertaken. 
Why should the original purpose be excluded from view and the 
immediate purpose alone be considered? A wide view should be 
taken of the meaning of S. 25 (e). For it is intended to apply 
to an infinite variety of sources of income. When the expenditure 
avoided or reduced has been, or would be, incurred for the pro- 
duction of income, it appears to me that the substituted expenditure 
comes fairly within the description money exclusively laid out for 
the production of income,” per Dixon J. 

The language of S. 51 of the present Commonwealth Act places 
the deductibility of such expenses, in the case of a business, be- 
yond all doubt—see Journal, p. 493. 


WHEN Loss or OuTGOING INCURRED 


This subject is discussed in the January, 1937, issue of the 
Journal at pp. 492-3. Although in Nevill’s case it was held that 
£1,900, being that portion of the £2,500 which was due and 
payable during year ended, June 30, 1931, was an allowable 
deduction from the assessable income of that year and that the 
balance, which was represented by promissory notes payable after 
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June 30, 1931, was an allowable deduction of the following income 
year, the judgment of the High Court is not definitive on the point 
as to when expenditure is deductible. 

“The only remaining question is whether the whole sum of 
£2,500 should be deducted from the income derived in the year 
ending June 30, 1931. In that year £1,500 was paid in cash and 
four promissory notes for £100 each were paid. There were six 
promissory notes each for £100 outstanding. These fell due and 
were paid at dates in each month from July to December, 193], 
The taxpayer claims that not only the £1,900 actually paid in the 
year ending June 30, 1931, should be deducted, but also that the 
further £600 payable under the six outstanding promissory notes 
should be deducted as outgoings actually incurred in that year, 
This contention raises what in my opinion is a difficult question, 
The outgoing, in order to be deducted, must be an outgoing 
‘actually incurred’—S. 23 (1)(a). The word used is ‘incurred’ 
and not ‘made’ or ‘paid.’ The language lends colour to the sug- 
gestion that, if a liability to pay money as an outgoing comes into 
existence, the quoted words of the section are satisfied even though 
the liability has not been actually discharged at the relevant time. 
The word ‘actually’ is not inconsistent with this view. It is only 
the incurring of the outgoing that must be actual; the section does 
not say in terms that there must be an actual outgoing—a payment 
out. On the other hand the section does not speak of debts or 
liabilities, but of losses and outgoings. As a general rule the word 
‘outgoing’ in itself would be understood to be limited to money 
that actually went out and not to include money which would go 
out at some future time. It is impossible to avoid the reflection 
that, if it were held that deductions could be obtained in any given 
year by the simple process of signing promissory notes in respect 
of genuine liabilities which would not fall due until that year had 
expired, a taxpayer would be able, by such action, to influence 
the rate of tax in his own favour in an exceptionally profitable 
year. The question is therefore one of considerable importance. 
This question was not argued in the present case because the 
promissory notes outstanding on 30th June, 1931, have since been 
paid and the deduction can be claimed in respect of the income of 
the following year. The taxation of companies is at a flat rate, 
and therefore it is immaterial to the parties whether or not the 
£600 representing the later promissory notes should be deducted 
in respect of the earlier year. For that reason it is not necessary 
to give a reasoned decision upon the question mentioned. I would 
require to hear full argument before deciding this question. | 
merely state my view, not as a concluded opinion, but in order 
to reach a determination in this case, that the sum of £600 should 
be deducted from the income of the year ending 30th June, 1932, 
and not from the income of the preceding twelve months. 

“The question in the case should be answered by stating that 
£1,900 part of the said £2,500 should be allowed as a deduc- 
tion.”—per Latham C.J. 
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The general statement in the Journal at pp. 492-3 does not 
appear to be in any way shaken by the above decesion, and 
losses and outgoings are deductible in the income year in which 
they fall due for payment, even though not actually paid in that 


year. 





INCOME OF DECEASED RECEIVED AFTER DEATH 


Section 128 (1) of the New South Wales (Management) Act, 
1936, provides as follows :— 

“Where in the year of income, the trustee of the estate of a 
deceased person received any amount which is in the nature of 
corpus in the hands of the trustee, but which would have been 
assessable income in the hands of the deceased person if it had 
been received by him during his lifetime, that amount shall be 
included in the assessable income of that year of the trust estate.” 

The same provisions are contained in S. 33 (9) of the Queens- 
land Act and S. 74 (8) of the Tasmanian Act. 

These provisions also existed in the original Uniform Bill of 
the Commonwealth and those of the other States, but were deleted 
during the passage of the Bills through Parliament. 

The previous New South Wales Act did not contain any specific 
provision similar to S. 128 of the present Act, but it was the prac- 
tice of the Commissioner to levy tax on moneys received by 
trustees, which would have been assessable income in the hands 
of a deceased person if such moneys had been received by him 
during his lifetime. Typical instances are interest and rents 
accrued to date of death, and outstanding fees where a professional 
man’s returns were prepared on a “cash received” basis. 

The New South Wales Commissioner’s practice was success- 
fully challenged by the executrix of a deceased solicitor’s estate. 
The facts are :— 

Charles Lawford, solicitor, died on January 6, 1932, and probate 
of his will was granted to his widow. The testator, at the time 
of his death, was in partnership with another solicitor. At the 
date of death certain costs had been earned by the partnership. 
Some of these were collected by the surviving partner, who, he- 
tween January 6, and June 30, 1932, paid to the executrix £882 
on account of deceased’s share of the profits of the partnership 
eamed before his death. Tax was levied by the State Commis- 
sioner in respect of this sum, less the statutory exemption and 
another deduction. The Court of Review dismissed the executrix’s 
appeal. She then appealed to the New South Wales Full Court, 
which allowed her appeal The Commissioner appealed to the 
High Court, which confirmed the judgment of the State Full 
ee C. of T. (N.S.W.) v. M. S. Lawford (1937) 4 A.T.D. 
400, 


This decision places beyond doubt that sums of the above- 
mentioned nature are not assessable under the previous or present 
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Commonwealth Acts, or those of Victoria or South Australia 
They are, however, assessable under S. 128 (1) of the presen 
New South Wales Act and the corresponding provisions of the 
Queensland and Tasmanian Acts. 


POSSIBLE TAXATION RELIEF IN NEW SOUTH 
WALES 


There is a strong feeling in New South Wales Ministerial 
circles that the State Budget, which is expected to be presented in 
October next, will provide for taxation remissions. Reductions in 
the Special Income Tax and Wages Tax are suggested as most 
probable. The Treasurer budgeted for a surplus of £6,000 for 
the current financial year, but this surplus is certain to be con- 
siderably exceeded. Another factor which, in the opinion of pro- 
minent supporters of the Ministry, must influence remissions in 
taxation, is that the next Budget will be the last before the State 
elections are held next year. The Special Income and Wages Tax 
was introduced in 1930 as the Unemployment Relief Tax, but the 
unexplained change in name does not make the tax any less offen- 
sive to the olfactory organ. 


THE FEDERAL INCOME TAX ACT, 1936 


Summary of Address Delivered by Mr. John M. White to the 
Commonwealth Accountants’ Students’ Society (New South 
Wales Division) on March 31, 1937. 


The preparation of a pre-examination lecture on this subject 
presented a considerable amount of difficulty just from which angle 
to start and at which point to finish in the limited time at my 
disposal. To give a comprehensive review of the whole Act is 
impossible ; I shall, therefore, run briefly through the Act, touch- 
ing on some of those sections which frequently trouble students. 

Will you first of all address your attention to Section 3, the 
purport of which is to provide that nothing in the Act shall over- 
ride the provisions of the Commonwealth Debt Conversion Act, 
Section 20 of which provides that interest arising from converted 
Commonwealth stock shall not be subject to the Special Property 
Tax (which was recently abolished), or ordinary rates of income 
tax, which were higher than the scale operating in 1930. The 
effect of that Section has, to all intents and purposes, vanished, as 
the rates of individual income tax, by reason of the cut of 10%, 
are now generally slightly lower than those operating in 1930. 
Section 14 of the Commonwealth Debt Conversion Act also pro- 
vides that converted tax-free bonds shall carry the same benefits 
after conversion as before. 

You can then jump to Section 6—Definitions—which you must 
study closely and link up with the appropriate Sections. 
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There are quite a number of definitions which you should 
note particularly. The term “agent,” as used in the Act, 
connotes a wider application than that generally used. Learn it 
thoroughly, and note that any person can be declared an agent by 
the Commissioner of Taxation. 

The second definition to which I direct attention is that of 
“business.” The pertinent point is that it does not include occu- 
pation as an employee. That is a new insertion in the 1936 amend- 
ments, and really has application to the withdrawal of the averag- 
ing provisions as from the end of the financial year. The reason 
why it was inserted was that, otherwise, agricultural workers and 
suchlike would conceivably come under the benefit or otherwise 
of the averaging provisions. By reason of that exclusion they do 
not. 

Another definition relates to “dividend,” and includes any dis- 
tribution, but must be read in conjunction with Section 44. It 
includes bonus shares to the extent to which the paid-up value 
represents a capitalization of profits, but does not include a return 
of paid-up capital or a reversionary bonus on a policy of life 
assurance. 

“Income from personal exertion” is a very important definition, 
and should always be compared with the definition of “income from 
property.” It should be noted that the income from personal exer- 


tion definition is positive, while the definition of income from pro- 


perty is negative, i.e., anything not covered by personal exertion. 
Bounties and subsidies are also included, and it is established quite 
definitely that such bounties or subsidies represent income from 
personal exertion, and not from property. Casual profits are 
invariably regarded as income from personal exertion. Interest is 
usually property income except in the case of a moneylender, 
whose principal business consists of the lending of money; and, 
secondly, interest received in respect of trade debts due for goods 
supplied or services rendered in the course of business. On the 
other hand, rents and dividends are always property income. 

Income from property represents everything not included in 
the definition of personal exertion. 

The next definition relates to live stock. Here, again, an im- 
portant change has been made, in so far as it now includes work- 
ing beasts in the return of the primary producer. Previously they 
were regarded as part of his plant, and usually depreciation was 
daimed thereon. For the sake of simplicity, the Act now includes 
under the heading of “live stock” working beasts and beasts of 
burden in the case of a primary producer, but for a carrier, or 
anyone in that category, beasts of burden will continue to be re- 
garded as plant, and depreciation can be claimed thereon. 

The next definition is that of “resident” or “resident of Aus- 
tralia.” A resident is a person residing in Australia, or with a 
domicile here, or who has lived in Australia for six months, unless 
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the Commissioner is satisfied that his principal place of abode was 
outside Australia. 

On the other hand, a company incorporated in Australia is ips 
facto a resident of Australia. If incorporated outside Australia 
it may still be regarded as a resident if the principal place of busi. 
ness and the management and control are situated in Australia, 

Question: What do you mean by “domicile in Australia”? 

Mr. White: It is a legal term. In 999 cases out of 1,000 it 
signifies a person’s permanent place of abode, as distinct from 
what may be a temporary residence. If I have a home and family 
in Australia, and travel to, say, England for two years, intending 
to return at the end of the period, my domicile continues to be in 
Australia; but from the imaginary moment when I changed my 
intention to return, and decided to live in England, my domicile 
would be transferred to the British Isles. It is a more specific 
term than “residence,” and has become very popular in all taxa- 
tion Acts, especially in the State Acts, because there are certain 
constitutional difficulties in discriminating between residents of 
different States; but there is nothing to stop them with persons 
domiciled in one State or another. 

You must be careful to distinguish between assessable income 
and taxable income. Assessable income means gross_ income 
chargeable under the Act, while taxable income is the assessable 
income after deducting allowable deductions, i.e., net income. 

Let us now take “year of income” and “year of tax.” This 
means that the tax is levied for 1936-7 (year of tax) on income 
derived during the financial year ended June 30, 1936. 

Section 18 provides that a person may substitute another 
accounting period for that of the period ending June 30. I do 
not know any particular reason for that; but the Commissioner is 
usually reluctant to grant such permission. 

Section 20 provides that income shall be expressed in Australian 
currency; it means that all income from overseas will be con- 
verted into Australian currency at ruling rates of exchange. 
Where the consideration is not in cash, it is provided in Section 
21 that the value of the consideration shall be expressed in money's 
worth. 

Section 22 was inserted to cover transactions entered into prior 
to the passage of this particular Act. If it were not for this 
short section some difficulty might arise in connection with the 
imposition of the tax on instalments on the sale of land on terms, 
as the instalments became due. 

Section 23 deals with exemptions. Paragraph (c) (vii) is2 
new exemption, and provides that director’s fees or salary paid 
to a visiting non-resident of Australia as director, manager of 
other administrative officer shall not be subject to income tax pr0- 
vided the duration of his visit is less than six months. 

Alimony and separation allowances are now fully exempted 
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under the provisions of Sub-Section (1), but, of course, the hus- 
band is not entitled to a reduction. 

Sub-Section (m) provides for exemption of income from 
primary production carried on in the Northern Territory, but that 
exemption expires at the end of this financial year, viz., June 30, 
1937. 

Section 23 (q) provides ostensibly for the exemption of cer- 
tain classes of ex-Australian income, but must be read in conjunc- 
tion with Section 25 (1). Reading the two together, you will find 
the authority whereby the Department levies tax on the ex-Aus- 
tralian income. The gist of the Section is that income derived 
by a resident of Australia, which is subject to taxation in the 
country of origin, is not taxable in Australia. The Act does not 
put it in the simple way in which I did, but uses a double negative. 

I had a case recently which illustrates the point. A resident of 
Australia, who retained his domicile in Australia, was transferred 
to the London office of his company for a period of about nine 
months, and while there earned a substantial salary. He came 
back without putting in a return to the British authorities, and 
did not include it in his return for Federal purposes. The Depart- 
ment ascertained the fact, and asked him whether such income had 
been taxed in the country of origin. He replied in the negative, 
with the result that the Federal Department proceeded to tax him. 
He lodged an objection on the ground that the income derived in 
Great Britain was not exempt from tax in the country of deriva- 
tion. The Department subsequently allowed the objection, and 
admitted that the test of liability for Federal purposes was whether 
the income was exempt or taxable under the British law, and not 
whether tax had in fact been paid. 

Section 24 provides that where a person, such as a clergyman, 
is paid out of funds which are exempt, the exemption is not car- 
tied to the recipient, who becomes liable to tax. 

Section 25 defines assessable income, and is linked closely with 
Section 23, Sub-Section (q). Of course, the income of residents 
and non-residents from sources in Australia is subject to tax, 
unless specifically exempted. 

In Section 26 you have, stated specifically, what shall be in- 
cluded in the assessable income. This Section is not to be con- 
sidered as exhaustive ; if anything is not included in the Section, it 
does not follow that it is not assessable income. 

Paragraph (a) shows that casual profits are assessable, as per- 
sonal exertion income. 

Any annuity is assessable, with the proviso that the purchase 
price is to be excluded. When a taxpayer receives an annuity the 
practice is to ascertain the actual proportion of the annuity which 
represents a return of the purchase money. The insurance com- 
panies readily furnish this information. 

Contributory pensions may be regarded as annuities purchased, 
and if contributions have not previously been allowed as a conces- 
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sional deduction, an adjustment will be made in arriving at that 
portion of the taxpayer’s pension which is included in his assess. 
able income. Retiring allowances are taxable—5% of the lump 
sum in the first year only. This has Leen extended to cover com- 
pensation for the loss of employment. 

Procuration fees, which in the ordinary course of events are 
regarded as capital expenditure, are now allowed as a deduction 
in the case of the payer, but not by the recipient. Previously they 
were regarded as capital on both sides. j 

We now come to Subdivision B, which deals with trading stock, 
The valuation of trading stock has to be considered under two 
separate headings; first, trading stock (other than live stock), and, 
second, live stock. 

Considerable elasticity is allowed under the Act in regard to 
trading stock. The taxpayer has virtually a free hand; he can 
adopt the cost price, market price or replacement value. Live 
stock is dealt with more specifically, and there are two important 
alterations in the law, viz., (a) the inclusion of natural increase, 
and (b) the inclusion of working beasts (in the case of primary 
producers only). They have the choice of two methods; either 
what is known as the average cost in accordance with the usual 
formule or the market selling value. Most people adopt the cost 
price basis, and in the absence of election by the taxpayer, the cost 
basis is automatically applied. In the case of natural increase, 
where the cost basis is adopted, the taxpayer is entitled to choose 
a value within certain prescribed limits. 

In the previous Act the taxpayer was permitted to omit natural 
increase from his accounts until sold, but the new Act requires 
him to bring them in at either selling price or cost. This is now 
a matter of history, for the Act provides that he bring them in as 
from July 1, 1935. 

I take it that you are all familiar with the term 
price,” and how in practice it is determined. 

In the case of a walk-in, walk-out sale, there is an important 
change. Under the old Act, breeding stock could be regarded as 
a capital asset, so that the grazier could omit breeding stock from 
a walk-in, walk-out sale. That concession has now been with- 
drawn, and breeding stock is included. Growing crops were also 
excluded, but now all stock, including trading stock, live stock, 
growing crops, etc., must be included. There is one exclusion— 
natural increase on hand on July 1, 1935, and ordinarily used for 
breeding purposes. 

The Act provides that, in the case of death, a sale shall be re- 
garded as having been effected on the date of death, with the 
important proviso that, if beneficiaries and trustees unanimously 
agree, the value of stock may be taken as if the taxpayer’s death 
had not occurred. 

We come now to Subdivision C, and the next point I shall touch 
on is that of a business carried on partly in and partly out of Aus 


“average cost 
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tralia. It is a difficult matter to arrive at a fair and equitable 
means of apportioning the income which arises partly in one coun- 
try and partly in another. All sorts of bases have been tried out, 
and the point has been taken up by one of the technical commit- 
tees of the League of Nations. There is little or no uniformity in 
Australia, but so far as the Federal Act is concerned, in the case 
of overseas manufacturers the home consumption basis has been 
adopted. The taxable profit is arrived at by taking the sale price 
of the goods and deducting therefrom, firstly, the wholesale selling 
value in the country of manufacture, plus the cost of transporta- 
tion and selling expenses; in other words, the difference between 
what the goods could be bought for wholesale in the country of 
origin, together with cost of transportation and selling expenses 
in Australia, and the price at which they are sold in Australia, 
shall constitute the assessable income. In the case of an overseas 
merchant there is a definite basis, namely, the actual cost of the 
goods. 

Section 41 is important in so far as it defines in express terms 
when goods are deemed to be sold in Australia. That it not such 
asimple proposition as it might seem, but rules had been built up 
by a series of decisions given by the courts. The Act now pro- 
vides in brief that any sale, effected through the instrumentality 
of an agent in Australia, and the goods are either in Australia or 
are to be brought to Australia, shall be deemed to be a sale made 
in Australia. 

In Section 42 you get the reverse proposition, the case of the 
apportionment of profits where the goods are exported from Aus- 
tralia. Here the assessable income will be as provided for by the 
regulations, or in the absence of regulations as assessed by the 
Commissioner. So far no regulations have been made, nor is it 
likely that any will be made. The Commissioner has, conse- 
quently, full discretionary powers, but the taxpayer has the right 
of objection and reference to the Board of Review. 

Subdivision D deals with dividends. In Section 44 there is a 
clear distinction between the liability of residents and non-resi- 
dents. Residents are assessable on all dividends subject to the 
exemptions provided in Sub-Section (2). Non-residents, how- 
ever, are assessable only on dividends to the extent to which they 
are paid out of Australian profits. The exceptions are important, 
and fall under three headings. Firstly, there are dividends from 
purely ex-Australian companies; secondly, dividends paid wholly 
und exclusively out of (a) ex-Australian profits not assessable to 
the company; (b) sale of capital assets; (c) revaluation of assets, 
it by way of bonus shares, and (d) profits prior to July 1, 1914. 
The third exemption deals with dividends from gold-mining 
companies. 

Section 45 provides that dividends paid out of Commonwealth 
stock will retain their original exemption. 

The next important thing is the rebate allowed. A rebate at 

D 
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the company or individual rate, whichever is the less, is applied ty 
that part of the dividend which is included in the taxpayers 
income. 

Section 47 provides for distributions by a liquidator. In this 
case the term “wholly and exclusively” is not used. It was found 
that a liquidator was precluded from differentiating between certain 
classes of income, so the phrase was not inserted in the Section 
Profits earned prior to and during liquidation are liable to tax. 
but it does not include profits applied to replace a loss of paid-up 
capital. 

The next Division relates to deductions. Deductions relating 
to dividend income are deductible from the dividends in the firs 
place, then from assessable property income, and in the last place 
from personal exertion income. 

Deductions relating to property income are taken first from pro- 
perty, then dividends, and lastly from personal exertion income, 

Other deductions, including concessional deductions, are taken in 
the order of personal exertion, property and dividends. 

The statutory exemption follows the order of property income, 
dividends and personal exertion income. 

Section 51 calls for some note. The old law has been liberalised 
to cover business expenses necessarily incurred in the conduct of 
the business, but not those incurred in the production of exempt 
income. 

You will notice that, under Section 52, loss on a casual sale s 
deductible if the profit would have been assessable. 

Section 53 excludes repairs of a capital nature, e.g., money 
spent to rehabilitate property purchased in a state of disrepair. 

Depreciation can be claimed on plant owned and used or it- 
stalled ready for use by a taxpayer, and a uniiorm basis can be 
adopted for both Federal and State purposes. In the case of pro- 
perty which is lost, stolen or destroyed, in fact, any contingency 
which renders it unsuitable for further use, the difference between 
its depreciated and scrap value can be claimed as a deduction, but 
if the realisable value is in excess of the depreciated value, the 
difference must be included as assessable income, up to the amount 
of the original cost. 

Section 63 deals with bad debts. These must be (a) bad, (b) 
written off in the year of income, and (c) have been included as 
assessable income in any year. Restriction (c) does not apply te 
a moneylender. 

Contributions to pensions funds fall under two classes, (a) pay 
ments under a legal obligation, which are regarded as a business 
expense, and provided for in Section 66; and (b) voluntary pay 
ments under Section 78 (b). The essential difference is that 
legal obligations are allowed in full, but voluntary payments only 
to the extent of the net income of the year. In both cases the 
rights of the beneficiaries must be adequately secured. 

In Section 67—Expenses of Borrowing—a new deduction is 
allowed. They may be spread over the term of the loan or five 
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years, whichever is the less; but the money borrowed must be 
for the purpose of producing assessable income. Expenses in: 
curred in preparing a lease is a new deduction, as is also embezzle-- 
ment losses. 

The Act provides for a deduction of £50 for a wife or female 
relative under certain conditions. Dental expenses are not allowed 
under the Federal Act. Life assurance and/or superannuation 
allowance may be claimed up to £100 under the combined heading 

Section 80 provides for the carrying forward of losses. In the 
old Act the concession was limited to business losses only. The 
four years’ term may be reduced to three years if unanimity is 
achieved under the State Acts. 

The statutory exemption is now extended to non-residents, and 
is deducted in the following order: property, dividends, personal 
exertion. 

The next item is the taxation of leases (Section 83). For exami: 
nation purposes, you must know the underlying principles, e.g., the 
premiums on the granting, assignment, surrender, etc., are assess- 
able income; also consideration other than cash is reduced to 
monetary value; goodwill, if attached to leasehold premises, is 
taxable, but not freehold. The deductions allowed are amounts 
for acquiring a lease or effecting improvements, but the deduction 
is reduced by sinking fund allowances previously made. 

Losses can be set off against other income, and considerations 
paid in instalments are taxable in the year as paid: deductions are 
apportioned pro rata to the instalments received. 

It will be remembered that the averaging provisions will cease 
to apply as from the end of this year. Ifa person received a large 
premium in one year, he would probably pay an exorbitant rate. 
To remedy any injustice, the new Act provides for tax to be levied 
on the actual profit on the assignment, etc., at a rate calculated 
with reference to a notional income: 

Example : 

Premium for 10-year lease .. .. aw ew Baa 
DNs: oa a6 oe So ss a4 Oe O06 we 400 


rr ee ae ee ee 
EE ca as ees os. 6e 65 Sk Oe Ok Oe We 200 


Taxable income .. .. .. .. «2 «2 os os «s £1,800 
Notional income— 


Taxable income 
Less net premium 


Add 1/5th of £1,600... .. .. 


Notional income for rate purposes only 
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Where a lessee is required to effect improvements, an annual 
instalment of the present value to the lessor must be included jn 
the assessable income. The present value is arrived at by esti. 
mating the value of the improvements at what they will be worth 
at the expiration of the lease, with 5% interest, and divided by 
the number of years the lease has to run, and that amount will be 
included in the assessable income for that year, and of each year 
of the currency of the lease. ; 

Where improvements are effected under covenant, the lessee 
will be entitled to claim the amount by way of sinking fund. 

Another important point to study is the effect of the amend. 
ments made by the Government last year in regard to Crown 
leaseholds. What they have done is to exempt virtually for all 
purposes profits arising from the assignment of Crown leases, 
which are now treated in the same category as freehold property, 
It is not assessable in the hands of the assignor, nor will sinking 
fund allowances be allowed to the new lessee. Premiums paid 
prior to July 1, 1937, are deductible, but not after that date. 

A partnership is not usually taxable, but it should be noted 
that the income of the partner retains the same characteristics as 
the partnership income itself. The salary of a partner may bh 
claimed as a deduction on the partnership return, but is included 
in the individual return. A question which arises in some cases is 
that of interest on partnership capital—is it personal exertion or 
property? 

A Voice: Personal exertion. 

Mr. White: Exactly. I think I would bring out that point in 
an examination question. 

The question of family partnerships is simplified considerably. 
The old test was, what was the object of forming it—was it for 
the purpose of evading or avoiding income tax? The new test is, 
is the partnership bona fide? 

The clauses dealing with private companies are most important 
Particular attention should be paid to the definitions at the begin- 
ning of Division 7—what is the distributable income of a private 
company—and note that, if a company is listed on the Stock Ex- 
change anywhere in Australia, it becomes a public company for 
the purposes of this Section. The distributable income is the tax- 
able income, less all income taxes paid, including Federal tax. 

Note that Section 104 is now automatic, and that the Commis 
sioner has no discretion. The term used is: “the Commissioner 
may assess,” but that does not afford the Commissioner any red 
discretion. It was only inserted to obviate the necessity for the 
Commissioner to make an assessment where little or no tax was 
concerned. If the term “shall assess” were employed the Com: 
missioner would have to assess, though only a few shillings of ta 
were involved. But in reading that Section, do not be misled by 
the phrase “may assess.” There is really no option. Distribution 
is deemed to be made on June 30 of the year of income. 
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The Commissioner has wide power of discretion in regard to 
loans and payments by way of salaries, remuneration or shares to 
shareholders of private companies. 

Section 125—Interest paid to absentees.—Note that this applies 
only to interest paid by companies. Interest paid by individuals or 
firms to absentees does not fall under this particular section. When 
the interest is paid to a company it is taxed in full; but, when paid 
to an individual, on any excess over £250. 

Overseas shippers are taxed 5% of gross proceeds. 

Businesses controlled abroad may be taxed on a percentage 
fixed by the Commissioner. 

Film businesses controlled abroad are taxed on 30% of gross 
proceeds, and insurance with absentee companies is taxed on 10% 
of gross income. 


The Question Box 


SALE OF BOOK DEBTS 
Question: 
J.B., Sydney, asks: 
“Is a discount allowed on the transfer of book debts on the sale 
of a business an allowable deduction ?” 


Answer: 
lam of opinion, no, for the following reasons: 


(a) It does not appear to be deductible under S. 51, because 
it is not a loss incurred in gaining or producing the assess- 
able income. The assessable income represented by the 
book debt has already been gained. 


Similarly it would appear not to be deductible as a loss 
incurred in carrying on a business for the purpose of 
gaining or producing assessable income, as, in the example 
quoted, the taxpayer has ceased to carry on business. 


No deduction is allowable under S. 63, as a deduction is 
only permitted under that section in respect of debts 
which are bad debts, and which are written off during the 
year of income. There is nothing to show, in the above 
example, that the amount of the discount represents a 
bad debt which was written off as such in the year in 
which the debts were disposed of. 


I would suggest that, in this class of case, the vendor should 
actually write off, in the final year, the debts which are in fact 
tad debts. This does not prevent him from transferring such 
debts to the purchaser, together with the good and doubtful debts. 
He is then entitled to a deduction in his return of bad debts which 
are actually written off as such, 
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Model Answers 


COMMONWEALTH INSTITUTE INCOME TAX 
EXAMINATION PAPER, APRIL, 1937 


Question 1.—A resident of Western Australia asks you to com- 
pile his Federal Income Tax return from the following infor. 
mation : 

RECEIPTS 

(1) Net income from manufacturing business .. £3,000 
(2) Net income from copra plantation in New 

GN ua ca ee Sa marine we) eet kc. “ee 
(3) Rent from properties .. .. 0... 0... - 500 

Dividends— 

(4) W.A. Gold Mines, N.L......... 
(5) S.A. Squatting Co. Ltd... ...... 
(6) Tasmanian Tin Mines, N.L. .. .. 


EXPENSES 


(7) Repairs to properties .. .. .. 
(8) Instalments on account of sewerage ¢ connec- 
ee 26 a 
(9) Cost of making roads .. .. 
(10) Fire insurance on er -" 
(11) Rates .. ; te 
(12) Life assurance premiums on his wife’ s life . 
(13) Federal Income Tax— 
Personal exertion .. .. .. .. .. £100 


PED on Gs ak de ee Sditinece ie 
—-- 130 


mim ee 


(14) State Income Tax— 

Personal exertion .. .. ........ £80 
0 ee 

100 

(15) Fire and burglary insurance premiums on 
furniture in furnished house, rental of 
which is included in rents from ee 
above .. ... 20 

(16) Medical expenses ‘of ‘wife, who is " wholly 
TMD is os, wh: 40 06 ee: 00 20 

(17) His own medical expenses .. .. .. .. «- 20 

(18) His own dental expenses .. . 20 

(19) He has two children, aged respectively 10 and 18 years, (1) 
wholly dependent on him. 

(20) Two months prior to the close of the financial year he os 
borrowed on mortgage the sum of £2,000 at 6% per uae 
annum, payable half-yearly. - tak 

(21) During the year he applied for and was allotted 40 ible ¢ 
shares in the Victoria Gold Mines, N.L., on which he (2) 


a ma! 
provic 
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paid 2/- per share on application and further calls 
amounting to 6/- per share. 
Prepare the schedule as requested, distinguishing between per- 
sonal exertion and property income. 


ANSWER 1: 


Assessable Income 
Personal 
Item. Exertion. Property. 
ee ee — 
in in en salah ae amends ow ae | oe £500 
Se ee re re ee 100 
Perr. err eee 100 


Assessable income .. .. .. .. .. £3,000 £700 


Allowable Deductions 
Personal 
Exertion. Property. 
a ue ee We oe ae ee. ee Oe a, oe £100 


Re ce he whee ba oe pera see 50 
ee eee ee 70 
i ee nk ak ge. st lm, Ou “de wee — 
Gk ae, ae saven. dana ae aa” ae 20 
Mn soit let: da Oh ee, oa ee we ee 20 
8 aa — 
Seas cs ee te a 4: Gt te ee, — 
| See ee — 
Se eee — 


£410 £260 
Summary 
Personal 
Exertion. Property. 
Assessable income .. .. .. .. .. £3,000 £700 
Allowable deductions .. .. .. . 410 260 


Net and taxable income .. .. .. £2,590 £440 


Comments 
(1) It is, of course, not correct to describe the net income of 
a manufacturing business as “assessable income.” Section 48 
provides that in calculating the taxable income of a taxpayer, the 
assessable income derived by him during the year of income shall 
te taken as a basis, and from it there shall be deducted all allow- 


able deductions. oe 
(2) Net Income from Copra Plantation in New Guinea.—Sec- 
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tion 25 (1) provides that the assessable income of a taxpayer shall 
include—(a) where, as in this case, the taxpayer is a resident 
the gross income derived directly or indirectly from all sources 
whether in or out of Australia, which is not exempt income. 

Section 6 defines “Australia” as including the Territory of 
Papua. Therefore the Mandated Territory of New Guinea js 
not in Australia. Section 23 (q) exempts income derived by a 
resident from sources out of Australia where that income is not 
exempt from income tax in the country where it is derived, or 
where the taxpayer is liable to pay royalty or export duty in any 
country outside Australia in respect of goods from the sale of 
which the income is derived. As an export duty is imposed by 
the Government of the Mandated Territory of New Guinea in 
respect of copra, the income referred to is exempt from tax under 
S. 23 (q). That paragraph goes on to state:—‘For the pur 
poses of this paragraph, a taxpayer shall be deemed to be liable 
to pay royalty or export duty in any country outside Australia if 
he satisfies the Commissioner that he sold the goods in that country 
to another person for export from that country, and that the 
price for which the goods were sold was less, by the amount of 
the royalty or the export duty, as the case may be, than the price 
which the taxpayer could have obtained from the sale of the 
goods outside that country.” 

This provision was inserted in the 1936 Act to remove an 
anomaly which was brought under the notice of the Taxation 
authorities as existing in connection with the copra trade of New 
Guinea. 

The actual exporter is obliged to pay an export duty to the 
Government of the Mandated Territory, and hence he was entitled 
to the exemption granted by S. 14 (1) (q) of the previous Act. 
The actual exporter, however, usually depresses his purchase price 
for the copra by the amount of the export duty, and thereby 
transfers the burden of the duty to the producer. The new pro- 
vision quoted above extends the exemption to the producer under 
the conditions quoted therein. 

Section 7 does not in any way affect the position as set forth 
above. 

(4) Section 44 (2) (c) provides that the assessable income of 
a shareholder shall not include dividends paid out of exempt 
income derived by a company from the working of a mining pro 
perty in Australia or in the Territory of New Guinea, to the 
extent to which the dividends are paid out of such income. Aus 
tralia includes Papua; S. 6. Section 23 (0) exempts the income 
derived by a person from the working of a mining property i 
Australia or in the Territory of New Guinea principally for the 
purpose of obtaining gold, or gold and copper, provided that i 
this case the value of the output of gold is not less than forty per 
centum of the total value of the output of the mine. “Person” i 
cludes company ; S. 6. 
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(7), (10), and (11). It is presumed that these three items of 
expenditure have been incurred in connection with the properties 
from which the assessable rent is derived. 

(8) and (9).—These are capital outgoings and are therefore 
not deductible. Repairs are deductible. 

(12) Life assurance premiums and superannuation, etc., pay- 
ments have been aggregated under the new Act, with a fixed 
maximum allowance of £100. Premiums paid by a taxpayer in 
respect of his wife’s life are deductible; S. 79 (e) (i). 

(13) Federal Income Tax is not an allowable deduction. 

(16), (17), and (18). —Under the present Commonwealth Act 
the income limit in respect of medical expenses previously existing 
has been abolished, but a maximum allowance limit of £50 has 
been imposed. Dental expenses are not deductible. 

(20) Interest payable under the mortgage is an allowable de- 
duction if the money was borrowed to acquire an income produc- 
ing asset or for investment in a business which is carried on by 
the taxpayer for the purpose of gaining or producing assessable 
income, S. 51. The interest was payable half-yearly, and as the 
money was borrowed two months prior to the close of the year 
of income no interest was due and payable during that period. 
See notes under W. Nevill & Co. Ltd. v. F.C. of T. (1937), 4 
AT.D. 187, in The Australian Accountant, May, 1937. 

(21) Only “calls” paid are deductible, S. 78 (1) (d). N.B— 
The question states that “further calls amounting to 6/- per share” 
were paid, but “application money” does not answer the descrip- 
tion of a “call.” 

(22). The question states that the taxpayer paid medical ex- 
penses on behalf of his wife, who is wholly maintained by him. 
He is therefore entitled under the new Act to a deduction of £50 
as wife allowance, S. 79 (a). 

2.—Explain fully the basis of taxation of dividends in the hands 
of shareholders, both resident and non-resident. 


ANSWER 2: 


Dividends paid by— Resident. Non-Resident. 
Ex-Australian company Exempt Exempt 
S. 44 (2) (a) S. 44 (1) (b) 
Company which derives income 
from Australian and ex-Aus- 
tralian sources— 
(a) out of; mixed fund Wholly assessable Assessable to extent 
S. 44 (1) (a) paid out of profits 
from Australian 
sources 
S. 44 (1) (b) 
(b) wholly and exclusively out Exempt Exempt 
of exempt (S. 23 (q)) ex- S. 44 (2) (b) S. 44 (2) (b) 
Australian income or in com- 
bination with other exempt 
income mentioned in S. 44 


(2) (b). 
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Purely Australian company— 
(a) out of assessable income Assessable Assessable 

S. 44 (1) (a) S. 44 (1) (b) 
(b) out of mixed fund com- Assessable Assessable 

prised of assessable and S. 44 (1) (a) S. 44 (1) (b) 

exempt income 
(c) wholly and exclusively out Exempt Exempt 

of one or more of funds men- S. 44 (2) (b) S. 44 (2) (b) 

tioned in S. 44 (2) (b) 

The above is an attempt to set out in convenient form the pro- 
visions of S. 44 of the Commonwealth Act, but the section con- 
tains certain traps to which it is thought attention should be 
directed. 

(a) Dividends received from an ex-Australian company are 
only exempt in the hands of a resident in cases where the company 
does not carry on business in, or derive income from sources in, 
Australia. Thus if an overseas company held a relatively trifling 
parcelj of dividend-paying Australian shares, or otherwise derived 
income from Australian sources, the whole of any dividend re- 
ceived by a resident from the overseas company would be assess- 
able income, unless the company declared a dividend wholly and 
exclusively out of its ex-Australian income. It is most unlikely 
that a company with negligible Australian interests and compara- 
tively few Australian shareholders would go to this trouble. 

(b) A cash dividend paid wholly and exclusively out of realized 
capital profits (S. 44 (2) (b) (ii) and profits arising from the 
revaluation of capital assets (S. 44 (2) (b) (iii) ) would be assess- 
able in full because in the second class of case the dividend is only 
exempt if it is satisfied by the issue of shares of the company 
declaring the dividend. For example of specie dividend paid out 
of a surplus from the appreciation in value of other assets, see 
Evans v. D.F.C. of T. ((1936) 3 A.T.D. 301). 

(c) The greatest care should be exercised to avoid a clash 
between the Commonwealth provisions and the corresponding 
State provisions, if any. For example, a dividend declared wholly 
and exclusively out of (a) exempt ex-Australian income and (b) 
the profit arising from the sale of two properties the first of 
which was acquired ten years ago and the second four years ago, 
both for investment purposes, would be wholly exempt for Com- 
monwealth purposes, but would be assessable in full for purposes 
of New South Wales tax, because under the State Act the profit 
on the sale of the second property is assessable as a casual profit. 
To achieve the maximum exemption in respect of both taxes it 
would be necessary to declare separate dividends— 

(1) from the exempt ex-Australian income on the profit on 
sale of the first property and (2) from the profit on sale of the 
second property. In that event both dividends would be exempt 
from Commonwealth tax, and the first dividend would be exempt 
from State tax. 

A shareholder is entitled to a rebate in his assessment of the 
amount obtained by applying to that part of the dividends which 
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is included in his taxable income a rate equivalent to—(a) the 
rate of tax payable by him on income from property; or (b) the 
rate of tax payable by companies for the year of tax, whichever 
is the less. 

3. Owing to the varying provisions of the Federal and the vari- 
ous State Income Tax Acts regarding the method of valuing live 
stock on hand at the beginning of the present! Income Tax Act, it 
has been necessary to make certain provisions with regard to 
future procedure. Explain these fully. 


ANSWER 3: 

The object of the new income tax legislation is to bring about, 
wherever possible, harmony between the Commonwealth and the 
States. The new Acts contain uniform provisions regarding the 
valuation of live stock on hand at the beginning and end of the 
income year. Owing to the varying provisions of the previous 
Commonwealth and State laws regarding the method of treating 
live stock for assessment purposes, the values of such live stock 
on hand on June 30, 1935, were, in many cases, different for 
Commonwealth and State returns. In order to bring the opening 
values as at July 1, 1935, into line for the purpose of the new 
Acts without prejudicing the taxpayer or one of the Departments 
concerned, it was necessary to formulate some arbitrary provision 
to effect the desired result. Section 30 enables the taxpayer him- 
self to decide which of the two opening values as at July 1, 1935, 
ie., the Commonwealth or the State, he desires to retain. If the 
taxpayer’s decision means that, in one of the returns, he writes 
up the value of his live stock on hand at the beginning of the 
income year, and thereby reduces his income, S. 30 provides that 
there shall be added to his income in the assessment of the one 
department affected an amount equivalent to the increase in such 
opening value. This amount can be spread over one to five years 
in such instalments as the taxpayer and the Commissioner may 
agree upon. If the difference is small, the taxpayer will probably 
desire the adjustment to be made in the first year of income under 
thenew Act. On the other hand, if the taxpayer’s decision means 
that he writes down the value of his opening live stock for either 
Commonwealth or State purposes in order to achieve uniformity, 
he will thereby increase his income for that year. In this event 
a corresponding deduction will be conceded over the same period 
of years, 

In this way the values of live stock on hand at the inception of 
the Commonwealth and State Uniform Acts will be brought into 
line without prejudicing either the revenue or the taxpayer. The 
provision is not a compulsory one, but is left to the option of the 
taxpayer. If he prefers to continue with the present arrangement, 
whereby both he and the department are bound to keep two sets 
of live stock accounts for Commonwealth and State purposes, he 
is at liberty to do so. He may prefer to maintain these two 
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different sets of values temporarily until more propitious circum. 
stances exist. It is entirely for the taxpayer to decide whether 
he desires the simplification and uniformity permitted by S. 30 
by adopting one set of values. 


Example: 
A taxpayer’s closing values as at June 30, 1935, for Common. 
wealth and State purposes were :— 
Commonwealth .. .. .. .. £8,000 
errr a ae 
The taxpayer can do any one of three things with regard to his 
opening stock as at July 1, 1935:— 
(1) He may carry on with the differing values indefinitely, 
or he may bring these values into line at some future 
date. 


(2) He may adopt the Commonwealth value, £8,000, for both 
Commonwealth and State purposes. In this event his 
income would be increased for State purposes by £2,000. 
He will therefore receive an allowance of £2,000 spread 
over one to five years. 


He may adopt the State value, £10,000, for both Com- 
monwealth and State purposes. In this event his Com- 
monwealth income would be understated by £2,000. 
There will therefore be added to his Commonwealth in- 
come the sum of £2,000 spread over one to five years 
in such instalments as he and the Commissioner may 
agree upon. 

It will be noted that S. 30 provides that the adjustment can 
only be made where the corresponding values will remain equal 
in subsequent years. If, therefore, the taxpayer desires 
uniformity, he must make the same elections under the Common- 
wealth and State Acts as to the method of valuing live stock 
in future years. 

4. A, who has to pay alimony to his former wife, sets aside 
certain assets in a Trust in her favour, sq that the income will be 
available to meet such payments. 

Is there any liability for Income Tax with regard to these 
payments? 


ANSWER #: 

Although S. 23 (1) exempts the income received by way of 
periodical payments in the nature of alimony or maintenance 
by a woman from her husband, or former husband, this ex- 
emption as regards the wife, or ex-wife, does not apply where, 
for the purpose of making such payments, the husband, or 
former husband, has divested himself of any income-producing 
assets or diverted from himself income upon which he would 
otherwise have been liable to pay tax. 
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In the case stated in the question, A is not liable for income 
tax in respect of the payments, as he has divested himself of 
the income-producing assets. The amounts received by the for- 
mer wife from the trust are assessable income to her, S. 97, and 
these amounts are not exempt under S. 23 (1). 

As to whether the former wife is liable for income tax will 
depend upon her total assessable income from all sources, and 
the amount of allowable deductions to which she is entitled. 


5—(a) A householder, prior to leaving Australia on an 
extended holiday, gives permission to his gardener, whom he 
employs at £4 per week, to occupy his house rent free during 
his absence abroad. He had previously refused a rental of £300 
per annum, preferring it to be occupied by his gardener and 
family rather than by a tenant. How is this to be treated in 
the Income Tax returns of the gardener and: the household? 


(b) An English director of the Australian Manufacturing 
Co. Ltd., a company registered and carrying on business in 
Australia, is thinking of visiting this country in order to inspect 
the various branches and to meet the company’s customers. 

He writes to you in this effect, and states that he anticipates 
being in Australia for a period of six or eight months and 
desires to know whether his director’s fees are subject to 
Federal taxation, and, if so, to what extent. What is your 


reply ? 
ANSWER 5: 


(a) Section 26 (e) provides that the assessable income of 
a taxpayer shall include the value to the taxpayer of all allow- 
ances, etc., allowed, given, or granted to him in respect of, or 
for, or in relation to, directly or indirectly, any employment of 
or services rendered by him, whether so allowed in, inter alia, 
the use of premises or quarters. The gardener’s assessable in- 
come should therefore include the value to him of the residence 
ued rent free. It appears from the circumstances set out in 
the question that such allowance relates directly or indirectly to 
his employment as gardener and/or caretaker. It will be noted 
that only the value to the gardener of the use of the house is 
assessable income in his hands. In this case the residence is 
in excess of the requirements of the gardener, and the full rental 
value is not assessable. As to what is the value of the residence 
to the gardener is a question of fact. For example, if the gar- 
dener had, in the past, been occupying a house for which he 
paid, say, 30/- per week, that would appear to be a fair value 
tohim of the use of his employer’s residence. 

The householder will receive no deduction in respect of either 
the salary paid to the gardener or the use of his home, as these 
are outgoings of a private or domestic nature. Again, the house- 
holder is not assessable in respect of any notional income from 
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the house. He, in fact, derives no rent therefrom. This js 
considered to be the case even if the gardener’s wages were 
depressed by the value to him of the use of the residence. 

(b) Section 23 (c) (vii) exempts income derived as direc. 
tor’s fees or salary by a non-resident during a visit to Australia 
during which he acts as director, manager, or other administra. 
tive officer of a manufacturing, mercantile or mining business, 
or of a business of primary production, if the visit of such non- 
resident to Australia does not exceed six months. If the nop- 
resident director’s stay in Australia does not exceed six months, 
the whole of his director’s fees or salary derived from the 
Australian Manufacturing Co. Ltd. during that period is exempt 
from tax. If his stay exceeds six months, the whole of his 
fees is subject to Commonwealth income tax, but, under the 
new Act, he is entitled, though a non-resident, to the statutory 
exemption, but not to the concessional deductions. 

6.—An Australian company has to pay interest in terms of 
a contract to John Brown, of London and the Oxford Invest- 
ment Co. Ltd., a company registered in London. 

Advise it fully as to any responsibilities imposed by the Federal 
Income Tax Act. 


ANSWER 6: 
If the contract referred to in the question relates to: 
(a) money secured by debenture of the Australian com- 


pany, and the money is used in Australia, or is used 
in acquiring assets for use or disposal in Australia; or 

(b) money lodged at interest in Australia with the Austra- 
lian company ; 

then the company is liable to Commonwealth income tax in re- 
spect of interest paid to the non-residents mentioned, to the follow- 
ing extent: 

(i) In the case of interest payments to Oxford Invest- 
ment Co. Ltd.—income tax upon the whole of the 
interest so paid. 

(ii) In the case of interest paid to John Brown—income 
tax on so much of the interest paid in the year of 
income as exceeds £250. 

The company is entitled to deduct and retain for its own use 
so much of the amount payable to the absentees as is necessary 
to pay the tax. 

Where, however, the company establishes to the satisfaction 
of the Commissioner that the non-residents can enforce payment 
without any deduction of interest on such money which is secured 
by debentures or on money lodged at interest with it, then the 
company is not liable to tax under S. 125 in respect of the 
interest paid or credited to those non-residents. 

7.—Set out fully the conditions precedent to justify a claim 
by a taxpayer for an allowance for Bad Debts. 
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ANSWER 7: 
Bad debts are an allowable deduction only where: 
(a) They are debts which are, in fact, bad debts; 
(b) They are written off as bad debts during the year of 
income; and 
(c) They have been brought to account by the taxpayer as 
assessable income of any year, or are in respect of 
money lent in the ordinary course of busifess of the 
lending of money by a taxpayer who carries on that 
business. 
It should be noted that the business of money lending need 
not be the taxpayer’s principal business. 


8.—Define any four of the following in terms of the Federal 
Income Tax Act: 
(a) Agent. 
(b) Assessable Income of Resident. 
(c) Private Company. 
(d) Net Income in relation to Partnership. 
(e) Net Income of a Trust Estate. 
(f) Undistributed Amount in regard to Private 
Companies. 


ANSWER 8: 
The answers to these terms will be found in the following 
definitions : 
(a) Agent, S. 6. 
(b) Assessable Income of Resident, S. 25 (1) (a). 
(c) Private Company, S. 103 (1). 
(d) Net Income in relation to Partnership, S. 90. 
(e) Net Income of Trust Estate, S. 95. 
(f) Undistributed Amount in regard to Private 


Companies, S. 103 (1). 
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Material Control During Production 


A Lecture by C. J. WILLIAMS, A.c.A.A. 


My readers are more or less familiar with the orthodox methods 
of Stock Control as described in various text books, so it is not 
intended to enlarge on those methods now. 

Will you try to visualise a production unit composed of several 
sections. We might call them the Development Section, Planning 
Section, Stores Section, Making Section, Finishing Section, Pro- 
gress Sections, Sub-assembly Sections, Main Assembly Section, 
Packing and ‘Delivery Section. 

The production staff of a modern factory is usually composed 
of specialists and the co-ordination of their efforts will usually 
lead to the, desired result. These we might call the Development 
Engineers, Planning Engineers, Stores and Progress Department 
Staffs, and each of these sections would be responsible in turn for 
the control of material during production. 

The Development Engineers would concentrate their efforts on 
the development of new ideas, improvement in design, and the 
ultimate production of models that can be produced commercially 
at a competitive price. These engineers would also keep in mind 
the material requirements of the models as to quantities available, 
and the price factor of any special component that may have to be 
incorporated into the finished product. 
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The models having been approved and authority given to manu- 
‘cture certain quantities, the Planning Engineers would then lay 
out the desired programme on what we might call a Master 
Schedule of Units, one for each department in the Production 
Unit. 

Master Schedule of Units. 
This form could be provided with columns as follows :— 


First—Headed Part No. 

Each unit to have its own number, and this number would link 
up with any tracing or print, press tool, or pattern that may be 
ysed in its manufacture. 


Second.—Component Unit. 
Each type of component is listed in this column. 


Third —Onwards. 

Under the general heading Quantity required per Model, a 
column is provided for each model, and marked opposite each 
component unit is the number required for each model. 

Each form is completed. by three columns on the extreme right- 
hand side marked respectively: Total required, Schedule No., and 
Remarks. 

Total Column.—Self explanatory. 

Schedule No.—To record supplementary forms. 

Remarks.—As manufactured, purchased or transferred. As 
you see, these sheets would show in terms of units the require- 
ments of the various models. These units would be further con- 
verted into terms of'raw material, manufactured components, and 
purchased parts, which are listed on what may be called a Pro- 
duction Schedule. 

This form is similar to the Master Schedule of Units, but would 
bein terms of. piece parts instead of components, and component 
wits in the place of models. In addition, columns would be 
provided for the total required, carry over from previous wave, 
material required, weight and measure. In computing the 
material requirements of each piece part a certain percentage 
could be allowed for losses in production which experience would 
show to be reasonable. 

The Planning Engineers would now have all the information 
that is necessary for them to issue a material control sheet, which 
‘ould show, in proper sequence, all local or overseas material, 
with times of expected delivery clearly shown, and a list showing 
stock on hand which is available for a new model. (It is well 
to note here that the actual stock of raw material required for 
sme part is often apportioned to current production, and none 
may be available for the new wave.) When these control sheets 
ae completed they would be passed to the local and overseas 
buyers, who would order the quantities authorized and bring all 

E 
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stock in line with the programme. The programme for overseas 
material would be approximately 12 to 14 weeks ahead of the 
time planned for the commencement of a new wave. The Plan. 
ning Section would then prepare tracings of each unit and piece 
part, from which would be issued a complete set of blue prints 
to each section of the works. The blue prints would be marked 
with the job number, quantity required, material required, and 
in some cases, time required. 

On the commencement of a wave a Production Schedule of raw 
material is forwarded to both the stores department and the 
machine shop progress section. The stores copy, by the addition 
of a sticker, which we might call Sticker A, is converted into an 
issue sheet, which would be used by the stores staff for recording 
amounts issued and authorized balance available. 

This Sticker A would be ruled to correspond with the lines on 
the Production Schedule, and the left edge is gummed for about 
three-quarters of an inch, and is divided into sections showing 
issue and balance available. 

From this sticker the issue would be summarized on to some 
form of outwards sheets in duplicate, one of which could be sent 
to the cost clerk, and the other to the stock clerk for recording 
in their records. 

It is well to note that the stores would have no authority to 
issue in excess of the quantities laid down by the Planning En- 
gineers without some special written authority. This would do 
away with the old idea of a shop foreman working out his material 
requirements and issuing the old type “foreman’s requisition.” A 
foreman’s job would then be to attend to production and not to 
be a semi-clerk. 

This same Production Schedule, with the addition of what we 
might call Sticker B, is converted into a progress record for the 
piece parts manufactured in the machine shops. 

This Sticker B Progress Sheet could be roughly divided into 
two sections, one showing inward receipts into a view room, and 
the other outwards to sub-assembly sections. The two halves 
could be ruled off in terms of days, and the total inwards for the 
week shown in the centre, and on the right hand side there are 
columns for total outwards, shrinkages and carryovers. 

The Total Outwaré¢s: Shows the number of units forwarded to 
the central progress store. 

Shrinkage: Shows the loss in parts up to the stage of issue. It 
should be noted that all shrinkage figures over the allowed per- 
centage should be subjected to very careful analysis, and, if neces- 
sary, compensation in terms of raw material made. 

Carry-over: In this column is listed all piece parts made during 
the week above the requirements of the main Progress Section 
and these would be carried forward to the next week. 

During the progression of the piece parts through the various 
stages of manufacture, the progress men in the main assembly 





MAY 


"eT Seas 
of the 
Plan- 
| piece 
prints 
larked 
» and, 


of raw 
d the 
dition 
ito an 
rding 


les on 
about 
owing 


some 
2 sent 
ding 


ity to 
r En- 
ld do 
terial 
an 
ot to 


it we 
r the 


into 
, and 
alves 
r the 
e are 


1937 THE AUSTRALIAN ACCOUNTANT 287 


ction would have had their programme laid down, and would 
now be marshalling the purchased parts and materials not requir- 
ing previous machine treatment, and, on receipt of the piece parts 
from the machine shop progress room, would be in a position to 
issue all parts for sub-assembly. The method of recording would 
be the same as that observed for the machine shop, save that in 
this case they would work from the Master Schedule of Units 
with the same Sticker B. The Master Schedule of Units as 
already mentioned shows the assembly units required for each 
model. The control over material at this stage would be more 
rigid, as it is now that shrinkage or short issue is more likely 
to interfere with the programme than previously, and the units 
are now becoming more costly because of the extra labour in- 
volved. Control would be over quality as well as quantity, and 
gecial test sections should be set up to ensure that the standards 
st are adhered to. It is well to mention here that withdrawal 
for service requirements such as repairs, or to supply some manu- 
factured component to the selling organization may take place, 
and these withdrawals would have to be compensated for. The 
shrinkage column would be used to record these withdrawals 
and the Planning Section notified, and compensation then made 
in terms of raw material to offset the shortage on an authority 
Jip sent to the Raw Material store. The schedules there would 
then be increased by those quantities. The control of the sub- 
assembly parts during actual assembly could be by means of 
weekly programme sheets, marked as follows :— 

Unit—This shows the Unit under assembly. 

Week’s Requirements—Shows the number required for the 
week. 

Day’s Requirements——Shows the number required for the day 
noted. 

Delivered —Shows the number delivered to the Progress Store. 

There could be six sets of these columns marked in terms of 
days in the order in which required. 

Some programmes would begin the week with Monday, the 
next Tuesday, and so on, according to the time lag between sub- 
assemblies. | When all units are completed and have passed 
through the various tests they would be progressed to a final 
assembly section, where control by some delivery programme is 
recommended. These programmes, laid out in terms of models, 
quantity, and date required, would agree with the daily require- 
ments of the packing section. 

This final packing section would handle all containers, working 
nstructions, small accessories and packing cases required to com- 
plete the model for transfer to bulk stores. The programme in 
ie packing section would be laid down in terms of the orders 
laced by the selling organization. All deliveries to bulk stores 
vould be shown in some form of outward sheet, from which the 
tharges to the selling department could be made. 
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Arps To PRropUCcTION 


Under this heading can be classed all materials used which do 
not become an integral part of the product itself. 

There is the steel used in the manufacture of press tools, drill. 
ing jigs, and assembly fixtures, oils and compounds for lubrig. 
tions, acids, benzine and agents for cleaning or degreasing, oxygen 
and water. 

There used to be a tendency to treat these items in a more or 
less offhand manner, because they were generally charged to 
some shop order; but now the control over these items is just 
as strict as over production material. 

Tool Steel_—It is not always possible to schedule the material 
for the manufacture of tools and kindred aids, and the foreman 
toolmaker could be authorized to draw materials from the tool 
and steel store to fill the needs of his section. 

Lubricants——In most cases the maintenance foreman controls 
the issue of this type of stock, which would be drawn from the 
stores, on his requisition. 

Cleaning Agents.—These materials are generally used in the 
Production Unit and are purchased as required by the depart- 
ment, in economical lots, and issued on the usual requisition. 

Oxygen and the Like-——These could be charged direct to on- 
costs when purchased, as the issue is rather difficult to control 
through the ordinary channels. 

W ater—Excess water to departments should be allotted accord- 
ing to the readings of subsidiary meters, either to boilers, scour- 
ing and dipping sheds or to the swills in the plating section. 
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Public Relations in Modern Business 


By C. E. MarTIN, M.EC., LL.B., A.A.1.S., Barrister-at-Law, 
Formerly Staff Training Officer, The Australian Gas Light Co. 


[A lecture delivered to Commonwealth Accountants’ Students’ Society 
New South Wales Division, on February 17, 1937] 


One of the features of modern business development is an 
increasing interest in the question of “public relations” a realization 
on the part of both private businesses and public authorities of 
the need to build and maintain good public relations. 

What do I mean by “public relations”? I mean the organised 
effort of interpreting and relating the work of a business, industry 
or Government department to the people, and the maintenance of 
harmonious relationships with the public. 

I could spend some time analysing the thoughts implied in that 
definition, but I will content myself by directing your attention 
totwo. The first is that any effort in that direction is virtually 
fnile unless undertaken in a co-ordinated, systematic, and organised 
fashhion—spasmodic attempts are well-nigh useless. The second 
thought to which I want to draw attention is the attitude assumed 
in Australia—let the public go hang! 

We find that this idea of public relations developed first in 
America in the early part of this century. It arose out of a 
number of attacks on various enterprises—criticism and sugges- 
tions that all was not well. These organisations found it necessary 
to convey their viewpoint to the public; with the result that 
they devised plans for explaining what they were doing and how 
their businesses were conducted. Eventually this developed into 
anormal part of administrative routine, particularly in industries 
handling essential commodities or services, such as transportation, 
communication, coal, oil, gas and electricity. 

Now we find this has been extended to public departments and 
local government bodies, particularly in England. An outstanding 
example in Australia is Newcastle, where there is a publicity and 
tourist bureau, controlled by an officer whose main function is to 
give information to the public. 


Classification of Public Relations Activities 


I turn now to a classification of public relations activities. I will 
dassify them briefly into two groups: (a) certain broad aspects, 
and (b) direct contacts with the public. 

One broad aspect is the question of the press, the need to 
observe and study the trend of comment in the press and the 
necessity for keeping a continuous and watchful eye on any letters 
or articles appearing in various publications, comments that occur 
on the industry or business, which may be derogatory to the 
interests of the organisation. From this arises the need to be 
teady to furnish articles or paragraphs to counteract their influ- 
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ence. It is obvious that any large business should have machinery 
whereby it can furnish, at any time, appropriate technical or general 
information dealing with its activities. Then, too, there is the 
preparation of books and bulletins to explain the organisation and 
conduct of the business to the public generally. These may be of 
various kinds, purely technical or otherwise. In this regard the 
British Post Office has produced some splendid examples which 
are distributed free on request. It may be, of course, simply a 
goodwill booklet; and in this regard the local Post Office has done 
a very fine job. I have here an excellent example dealing 
with the telephone service, printed in the latest style, which is most 
informative. This is sent to every new subscriber, together witha 
very pleasant letter and a number of postcards to send to friends 
to inform them that you are on the telephone. I have another 
issued by the Sydney County Council Electricity Undertaking, 
which is also a splendid example of a goodwill booklet. 

We have also the question of public addresses and broadcasts 
which seem to be developing in Australia. We appear to be 
adopting the habit of talking to people at luncheons, with the 
possibility of developing indigestion—a most inhuman practice, 
I believe! Then comes the question of the dissemination oj 
information to colleges and schools—though there is very little 
collaboration here in that field—and exhibits, the kind of thing 
presented to the public by the electricity people during Electricity 
Week. We have also the motion picture film, outstanding examples 


being those produced by the Rural Bank entitled “Conquest” and 
“Home.” 


Direct Contacts with the Public 


Let me now turn to the main subject of my lecture: direct 
contacts with the public. This may be effected in any one of three 
ways; by personal interview, by letter, or by telephone call. Here 
I suggest that it is imperative in a business of any size to 
organise and develop procedures for handling each form of con- 
tact, and to train officers for each function. At the present time, 
there is rarely any clear demarcation between them, incoming 
calls or enquiries being handled by juniors or any person who 
happens to be present. I shall have something very definite to say 
about that later on! 

Take the personal interview. Why do people call at a business 
place? They may desire to attend to some matter such as paying 
an account, to make a complaint, or to obtain information. The 
outstanding point is that they should be attended to promptly. 
But how often is it done? How often are they offended when 
they need not be? If one adopts the procedure of saying, “I shan‘ 
be long,” it is marvellous how patiently people will wait without 
taking offence. 

Another point is that they should always be treated with the 
most complete courtesy. When a person comes to seek informa. 
tion or to make a complaint, one should be most polite; but 
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ysually the reverse is the case. Sometimes a person is timid, some- 
times merely seeking information, sometimes a hopelessly queru- 
lous critic, but in all cases one should treat them with courtesy. 
The motto adopted abroad is that the customer is always right. 
That may not be quite correct; but it is a very good starting point 
for the creation of good public relations, and should be in the 
mind of everyone who contacts with the public. 

It may be that you have to refuse a request or cannot give the 
information sought—let it be done courteously, but how many 
times do we hear “No,” or “It can’t be done!” It should be 
possible to give an ose i why a request cannot be granted 
or information given. 

I have a number of questions which I suggest you should 
ask yourself : 


(1) Do you realise that the members of the public with whom 
you come in contact are helping to pay your salary? 

(2) Do you realise that to each caller, YOU are the company 
or the firm? 

(3) Do you always greet the caller pleasantly? 

(4) Do you always try to understand the point of view of the 
caller? 

(5) Do you pay attention to the voice and tone you use? 

(6) Do you speak the English language correctly? 

(7) Do you give attention to your appearance? 

(8) Do you keep your desk and your counter tidy? 

(9) Do you realise that you are helping to create an impres- 
sion upon members of the public whenever you are in 
their sight? 

(10) Do you realise that each member of the public is a 
centre of influence in his neighbourhood—his association 
—his political party? 


May I take the liberty of referring to what has been done in 
this regard by the Australian Gas Light Company, which has 
made a close research into the problem and endeavoured to solve 
itina manner almost unique in Australia? You have all probably 
sen the island table equipment for dealing with the public. When 
aperson enters for any purpose whatever he is immediately seated 
ata table opposite to a “clerk whose job it is to attend to the matter. 
He is not sent hither and thither as is the case in so many places ! 
[had the privilege of training those contact clerks, each of whom is 
supplied with a manual containing every possible question which 
may be asked by a customer, together with the correct reply and 
appropriate action to be taken. 

Now, what about letters? What is your attitude towards those 
who write for information or send in a complaint? Here, I sug- 
gest, is a very fruitful field of friction—but an opportunity to 
teate good relations. 

Again, it is obvious that one should be courteous, and a serious 
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endeavour made to give the fullest information or to explain 
why it cannot be given. One should try to appreciate the corres. 
pondent’s viewpoint. I have often put it to executives: “What 
is it you think? Do you think ‘I wonder what this person is trying 
to get at?’ or do you think—‘Well, I know the answer: I'll give 
him something to go on with!” 

Let me deal with a few preliminary points in letter-writing, 
What of acknowledgment? It is not always possible to answer a 
letter on the date of receipt, but where this cannot be done within 
three days, some form of acknowledgment should be sent out, and 
in any case a prompt acknowledgment is essential in the case of 
a complaint. In some instances it may be advisable to phone and 
explain the matter, to request the person to call, or, better still, to 
send an officer to interview the person concerned. That is being 
done in a few organisations in Sydney to-day. 

Should the printed form or form letters be used? I always 
think that printed letters are unpleasant and I resent them. You 
see the name typed in the left corner, and the “Dear Sir” and the 
rest in cold print! Perhaps one has to use these things to some 
extent, but I do not think they should be frequently employed. 
What about modern duplicating processes which are available and 
the products of which bear a remarkable resemblance to typewritten 
letters! Finally, a printed form should never be used in the case 
of a complaint. 

Now, as to lay-out. Why do Sydney people persist in using 
double spacing? To my mind it is a waste of paper and frequently 
gives one the trouble of turning over to the second sheet. | 
recently received a letter and had to turn over to read just “Yours 
faithfully” on the second sheet! And why do we not learn to set 
out our letters properly? A tremendous amount of improvement 
could be brought about in this direction. 

On the question of style, I realise that many letters must be 
more or less in the same tenor for the sake of uniformity and for 
legal reasons. However, most letters should receive an individual- 
ised reply; and in all cases there is a need for a number of things. 
First of all, we should endeavour to appreciate the point of view 
of the writer of the letter. Also there is a need to conform to the 
elements of good style. We should avoid that so-called “business 
English.” Just as there is a “journalese,” so there is a shocking 
jargon called “business English.” It is indicated in a number ol 
ways. Sometimes there is an excessive caution, or a lack of care 
for the recipient’s feeling, leading to a distinct curtness, almost to 
the point of rudeness. Sometimes it is shown by a most cumber- 
some phraseology. Then, again, we find a tendency to undue 
precision, a stilted style resulting from an endeavour to be precis¢. 
There is also the use of certain stereotyped formulae, such as, 
“I am directed,” “I have to inform you,” and scores of others, 
that are redundant and prolix, or relics of a past era of corres- 
pondence. A. P. Herbert gives the following extract from the 
recommendations of a Departmental Committee: 
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“Under present conditions it is not feasible arbitrarily to locate 
industry; we believe, however, the attractions and facilities which can 
be offered to industry would probably suffice to secure that industry 
would adopt the location required.” 


Given as a specimen of “Official” English it would be translated 
into “Christian” English, Mr. Herbert wrote, as 
“We do not believe that industry can be compelled, at present, to 


go where it is wanted; but it may be persuaded to do so by the 
promise of special advantages.” 


Let me also quote John B. Opdycke: 


“‘*Attached hereto,’ ‘enclosed herewith.’ Ye gods and little fishes! 
If a thing is attached, it is very likely to be hereto! If a thing is 
enclosed, it is very likely to be herewith! The hereto-ness and the 
herewith-ness of the attached-ness and the enclosed-ness respectively 
constitute a too-much-ness of letter-writing hackneyed-ness and 
stereotyped-ness.” 


Again: 

“‘Ultimo,’ ‘instant’ and ‘proximo.’ Never mind these—they went 
out with bustles and hoop-skirts! You date your letters, don’t you? 
And the other fellow does, too, I hope! Well then, can’t you and 
he read the date-line and fix time by the calendar? They were used 
in epistles five or six centuries ago, just to show off Latin learning 
and impress the recipient of letters of the fact that the writer could 
calculate time by the calendar, then a new and complicated document. 
Don’t be an exhibitionist.” 


What are the elements of good style? It would take hours to 
deal with this, but, in brief, letters should be clear, concise and 
correct. Loose expressions are obviously not desirable. Letters 
must be brief, though not curt, and conform to good grammatical 
usage. English is really a very beautiful language, and the simpler 
the English, the better. 

Turning to telephone calls, the third method of direct public 
contact—so often a source of irritation—we find an excellent 
opportunity to build good public relations. You know that in most 
Sydney offices it is the practice to permit inexperienced juniors to 
answer the telephone. I carried out a test recently to see what 
kinds of replies I would get. They were galling! and ranged from 
“Eh?” to “Yeah”; from “I don’t know” to “I'll see,” and were 
capped by “Waiterbit.” This brings me to some suggestions 
regarding telephone practice. 

In the first place, every telephone call should be answered 
promptly. Again, will you please try to induce the people in your 
business to drop that meaningless, senseless, time-wasting “Hello!” 
What does it mean; has it any significance at all? None! It is 
a waste of time. Answer with your ‘phone number, firm or 
department, or whatever it is. 

Another point is, always let a person tell his story and listen 
carefully. That is very important, for we are all apt to be a little 
abrupt. Do not keep a man waiting. If you have to procure 
information, ascertain your caller’s number and tell him you will 
ting later. And, above all, if you do ask a person to hold the 
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line, do not leave him on the ’phone for fifteen minutes, and forget 
him—smashing every good feeling he had for you. The Bell Tele. 
phone Co. in America has a rule that no one is to be kept waiting 
longer than a minute without a progress report. 

It is most annoying to be transferred from one person to another 
or from one department to another. This should be avoided, if at 
all possibie; see that he gets to the proper department right 
away. Endeavour, also, to cultivate a pleasant voice and do not 
shout. One of the largest telephone systems in the world classifies 
voices as, pleasing, mechanical, indistinct, hasty, abrupt, and dis- 
agreeable. You meet them all, and very disagreeable some of them 
are! When they say “Hello,” you are sorry you paid your 
tuppence for the call! One should endeavour to adopt a pleasing 
tone, and avoid the slang-phrases, so often heard on the ’phone, 
such as “O.K.” and “Right oh!” A big percentage of telephone 
conversations conclude with those meaningless vulgar American- 
isms. 

The Australian Gas Light Company has experimented in this 
field of telephone contact. From a group of nearly two hundred 
applicants, about fifty girls were selected for interviewing and 
submitted to all sorts of tests, and eventually sixteen were specially 
trained as telephonist contact clerks. They handle customers’ 
calls at what is called the customers’ order desk, and deal with 
them immediately. Each girl has been taught everything about 
the business and was trained intensively for seven weeks. 


Suggestions 


What do I suggest for the improvement of public relations in 
the City of Sydney? 

(1) In every business there should be an attitude that the 
business exists to serve the public and not the public to 
serve the business—an attitude of complete courtesy, help, 
and assistance. 

(2) There should be introduced a complaint analysis—an 
effective form for personal interview and telephone com- 
plaints with regular analysis, so that, if possible, some 
of the friction points may be removed. 


(3) It may be desirable to appoint a public relations officer 
—the business would have to be very large to permit o! 
this—whose duty would be to remove friction and to 
handle the broader aspects of public relations. 

(4) There should be, in any big concern, specially-selected 
and trained information and contact officers. 

(5) Suitable rooms and furniture should be provided for the 
waiting public. In many cases that is done, but in others 
we still have the most shockingly bleak rooms. 


(6) There should be training courses for: 
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(a) Such clerks as are on the counter or likely to 
deal with the public. 

(b) Juniors who may be required to do such work 
or answer telephones. 

(c) Telephonists. 

(d) Correspondence clerks. 

A number of slides were then projected on a screen illustrative 
of the various points of Mr. Martin’s address, including a series of 
what he termed good letters and a glossary of correspondence 
terms and phrases. “If you want to say, ‘we have,’ it is 
rendered as ‘We beg to acknowledge’,” declared Mr. Martin. Simi- 
larly, “I am making enquiries,” becomes “I have instituted the 
necessary inquiries.” A “letter” becomes a “communication,” while 
the old horrors, “the same,” “enclosed herewith” and “enclosed 
please find” still persisted in thousands of business letters. 

Mr. Martin concluded by quoting Abraham Lincoln: “With 
public sentiment nothing can fail; without it nothing can succeed.” 
The attitude of the public towards modern businesses and local 
governing authorities was certainly important, and in his opinion, 
the work of informing, interpreting and enlisting interest and 
understanding, must become a fundamental function of every 
large industry or business. 


Registers of Plant and Other Fixed Assets 
By O. R. MacDona cp, A.I1.c.A. 


In the March number of The Australian Accountant, the writer 
suggested the desirability of keeping the accounts for fixed assets 
inthe General Ledger free from all entries for depreciation, which 
would be credited to one or more “Provision for Depreciation” 
accounts. The balances of the asset accounts would thereby show 
the total cost, not the written down value, of the assets then in 
existence. The advisability of keeping a fixed assets ledger or 
register was also mentioned. 

The form of such a register would vary with the nature of the 
business. As it is most frequently used for recording items of 
plant and machinery, in this article it will be referred to as the 
‘Plant Register.” 

In designing the register the following requirements should be 
kept in mind : 

(1) Each unit of plant and machinery must be identifiable. 

(2) The date each unit was acquired, and its original cost, 
must be shown. 

(3) The rate of depreciation determined upon should appear, 
and regard should be had to the possibility of a variation 
of the rate at some future date. 
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(4) The total amount of depreciation written off, or provided 
for, against each unit up to the close of the last financial 
period, must be readily ascertainable. 

(5) The units should be systematically classified or grouped, 

(6) The totals of both the cost and depreciated values of all 
the units, as shown by the Register, must agree with the 
accounts in the General Ledger. 

(7) If the rate of depreciation on any unit differs from that 
allowable for taxation purposes, provision should be made 
for recording the depreciation so allowable. 

(8) All items should be included and properly described, s0 
as to facilitate check by physical inventory and to assist 
in the preparation of any claim against an insurance 
company. 

This is not an exhaustive list of the requirements, but it covers 
those most generally applicable. The needs of each type of busi- 
ness must be considered. 

The most satisfactory kind of register is one (preferably in loose 
leaf, card, or visible card index form) in which a separate account 
is kept for every item or unit. This enables more details to be 
recorded than would otherwise be possible. For example, the 
headings could be arranged so as to provide for a description of 
the article, the names of the maker and seller, order number, term 
of guarantee (if any), any patent or other numbers on the article, 
and such other particulars as it may be useful to place on record. 

The page or card having been suitably headed, the entries could 
be to the following effect: 

Depreciation Present 

Date Cost Rate Amount Value 


1934— 
April 1 .. .. £800 — £800 
june DB .n ee = % £20 780 


1935— 
ee De ke ss 80 
1936— 
June 30... «1 — 10% 80 


Sept. 30... .. — 10% 20 

Sept. 30 (sold) 650 50 
Cr. Plant and Dr. Provision for Cr. Profit and 
Machinery A/c. £150 Depreciation A/c. £200 Loss Account £50 


Additional columns may be included in the account to provide 
for entries relating to the disposal of the items, but where a separate 
account is kept for every unit this is unnecessary. The disposal 
of the asset closes the account, and the necessary entries may be 
recorded at the foot in the manner shown. 

In the example given, Plant and Machinery Account will be 
credited with £650 from the Cash Book, Sales Journal, or General 
Journal, and the information in the above account furnishes the 
material for a journal entry, as follows: 
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Provision for Depreciation .. .. Dr. £200 
To Plant and Machinery .. 
» Profit and Loss Account .. 

Machine No. —, cost £800, sold 
for £650, Book Value £600. 

As explained in the previous article, when an item of plant has 
been sold or scrapped, the provision made to date for depreciation 
(if recorded in a separate account), as well as the original cost, 
must be written out of the books. 

It is evident that, as the item realised £650, and the written-down 
value was £600, the depreciation provided was £50 in excess of 
requirements, or in other words, a gain of £50 has been made on 
the transaction. In the above journal entry this gain has been 
taken direct to Profit and Loss Account, but it may be preferred 
to credit it to some other suitably designated account, pending 
transfer to Profit and Loss Account at balancing date. Note, 
however, that it is not a trading profit and should not be credited 
to Sales Account. 

Should it be the custom to credit the Plant and Machinery 
Account with the periodical provision for depreciation and to 
show the written-down value in the account, that account will be 
credited with £650, representing the sale of the item, and debited 
with £50, representing the gain on the sale, in order that the 
account shall show the written-down value of plant and machinery 
still in existence. 

To complete the record, such details as the name of the pur- 
chaser, etc., could be entered at the foot of the account, which 
would then be removed to a transfer register in order that the 
Plant Register shall contain only the accounts of the existing units. 

The investment in fixed assets in almost any business enter- 
prise is sufficiently large to warrant the expenditure involved in 
the introduction and the keeping up to date of a register in the 
manner suggested. In a manufacturing concern there will always 
be numerous items of plant and machinery, but practically every 
item will be sufficiently costly to justify the opening of a separate 
account for it. There may, of course, be occasions where a number 
of articles of like nature can be suitably assembled in one general 
account, but this does not affect the general principle. 

It may be preferred, however, not to have a separate page or 
card for each unit, but to have a “running” record, in book form. 
In such instances, a ruling of this type has been found useful: 

Date 
Item Pur- Rate Dep. Value Dep. Value 
' (Particulars) chased Depn. Cost ~~ — 30/6/36 at 36 

1 Sewing Machine . 1/7/34 10% #50 £5 £40 
2 Knitting Machine 1/7/34 10% £150 fis 3s £15 £120 

The pages are in tabulated form, so that the particulars for as 
many financial periods as possible may be included on the one page. 
Sales, or other disposals, will be recorded immediately after the 
hast preceding entry, as a memorandum only, and the necessary 
adjusting entries will be made through the Journal. It is possible, 
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however, to have special columns for the purpose, as illustrated 
on page 71 of Cost Accounting, by L. A. Schumer. 

If this style of Plant Register be adopted, particular care jn 
classification and grouping is desirable before the items are entered 
in the register, as sub-dividing and re-arranging cannot be go 
readily accomplished as when separate cards or leaves are utilised 
for each item. The most suitable form of classification will depend 
on the character of the business. It may be desired to group the 
items according to branches, departments, buildings, or floor 
space, as well as to assemble like forms of machinery, plant, ete. 
It will be found that a loose-leaf register will have advantages 
over a bound book. Space should be left at the end of each 
sub-division in order that newly-acquired items may be entered in 
the appropriate places. 

At balancing date, depreciation will be calculated and entered 
against each item, and the depreciation and present value columns 
will be totalled. The totals of each sub-division should be carried 
to a summary sheet, in preference to carrying the totals forward 
from page to page. If there should be several departments or 
branches, the summary sheet could be so arranged that the 
depreciation and present value of each class of plant and machinery 
shall be shown. The following is an illustration: 


Dept. A Dept. B Total 


Class of Present Present Present 
Machine, etc. Depn. Value Depn. Value Depn. Value 


Electric Motors . £50 £400 £100 £750 £150 £1,150 
Gas Engines .. .. £35 £300 — — £35 £300 


Where separate accounts are kept for each item the depreciation 
charge against each account, and the present value, should be 
abstracted and similarly summarised. Usually it will be found 
that the management requires totals of general groups only. There- 
fore, even where items are numerous, the necessary details can be 
rapidly listed, sub-totals being taken at the required points. 

Where it is possible to obtain from the Plant Register the value 
of each group of items, it will usually be found that one general 
account (subject, of course, to branch or departmental require- 
ments) is all that is needed in the General Ledger, and this 
account should not be burdened with details readily obtainable 
from the Plant Register. 

The accounts in the General Ledger form Control Accounts, the 
balances of which must agree at all times with the total of all 
balances of accounts in the Plant Register. If the provision for 
depreciation is recorded in the Plant and Machinery Account, the 
balance of the account must agree with the total of the present 
value columns in the Plant Register. If a separate Provision for 
Depreciation Account is kept, the credit balance of this account 
must be deducted from the balance of Plant and Machinery 
Account. 
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To enable the Plant Register to be “self-balancing” care must 
be taken that all entries in Cash Book, Purchase and Sales Journals, 
General Journal, etc., affecting plant and machinery, are regularly 
recorded in the Plant Register. The periodical entry for deprecia- 
tion will be made in the General Journal after depreciation has 
heen recorded against each individual item in the Register, and a 
summary, as previously described, has been prepared. 

When an item is sold, scrapped, or otherwise disposed of, it 
is essential that its original cost and written-down value can be 
readily and accurately ascertained. As it may be one of a number 
of similar articles, some means of identification is necessary. 
A method of numbering, or the use of symbols, is, therefore, 
required, the article itself being stencilled or otherwise marked 
with the distinguishing symbol. It will thus be possible to ascertain 
the loss or gain on book values, a matter which is very necessary 
in the preparation of income tax returns. 

It has already been stated that where the rate of depreciation 
adopted is at variance with that permitted by the taxation autho- 
tities, the latter should also be indicated. Where there is a separate 
acount for each unit, this may be done by having additional 
columns, wherein are recorded for each financial period the rate 
alowed, depreciation allowed, and present value for taxation 
purposes. Where separate accounts are not kept for each item, the 
necessary particulars can be recorded in a different coloured ink 
below the entries described earlier in this article. To facilitate 
this a line should be left between each item. 

Throughout this article the term “Plant Register” has been 
wed. Records of all fixed assets should be kept, either in conjunc- 
tion with those for plant and machinery, or separately. This 
applies to fixtures and fittings, furniture, equipment, motor vehicles, 
land, buildings, etc. Some discretion in the matter of classification 
would require to be exercised in respect of the first three men- 
toned. All expenditure on fixtures could be posted in many 
mstances to one general account, and it may not be worth while 
keeping separate accounts for inexpensive and easily replaceable 
items of furniture and equipment. Nevertheless, it is as well to 
keep in mind the desirability of a complete inventory of all items, 
ven where a number of articles is assembled in one general 
account. 

Accounts for land and buildings should provide for the record- 
ng of title numbers, of where the title deed is lodged, and— 
whether or not an Insurance Register is kept—of particulars of 
the insurance on the various buildings, such as amount insured 
for, name of insurance company, and date when premium falls 
due. 

This article and that which preceded it have been designed 
irincipally for examination students, and are concerned only with 
general principles. No attempt has been made to fit them to the 
weds of any particular type of business. 
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